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PANAMA  CANAL  COMMISSION  AUTHORIZATION, 
FISCAL  YEAR  1994 


WEDNESDAY,  MARCH  31,  1993 

House  of  Representatives, 
Subcommittee  on  Coast  Guard  and  Navigation, 

Committee  on  Merchant  Marine  and  Fisheries, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:47  a.m.,  in  room 
1334,  Longworth  House  Office  Building,  Hon.  W.J.  (Billy)  Tauzin 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Tauzin,  Laughlin,  Hughes,  Stupak, 
Hochbrueckner,  Pallone,  Coble. 

Staff  Present:  Sue  Waldron,  Elizabeth  Megginson,  Rusty  Savoie, 
Matt  Szigety,  Catherine  Gibbens,  Bill  Wright,  Jim  Adams,  Harry 
Burroughs,  Ed  Lee,  Rebecca  Dye,  Dave  Whaley,  Margherita  Woods. 

STATEMENT  OF  HON.  BILLY  TAUZIN,  A  U.S.  REPRESENTATIVE 
FROM  LOUISIANA,  PRESENTED  BY  HON.  GREG  LAUGHLIN,  A 
U.S.  REPRESENTATIVE  FROM  TEXAS 

Mr.  Laughlin.  Good  morning.  The  hearing  will  now  come  to 
order.  The  subcommittee  meets  today  to  receive  testimony  on  the 
Panama  Canal  Commission  Fiscal  Year  1994  Authorization. 

In  less  than  seven  years,  our  government  will  turn  over  complete 
control  of  the  Panama  Canal  to  the  government  of  Panama.  The 
Panama  Canal  Commission's  mandated  priorities  are  to  maintain 
and  operate  the  Panama  Canal,  train  Panamanian  citizens  in  the 
daily  operation  of  the  canal,  and  help  the  government  of  Panama 
prepare  for  the  canal  transfer  at  noon  on  December  31,  1999.  As 
the  Canal  and  Commission's  Budget  Oversight  Subcommittee,  it  is 
our  responsibility  to  make  sure  that  these  statutory  mandates  are 
being  met  through  proper  use  of  canal  tolls. 

Today  we  are  pleased  to  have  with  us  the  Honorable  Gilberto 
Guardia,  Administrator  of  the  Panama  Canal.  The  Panama  Canal 
Treaty  requires  that  beginning  in  1990,  the  Canal  Administrator  is 
to  be  a  Panamanian  national.  Administrator  Guardia  is  the  first 
Panamanian  Canal  Administrator,  and  we  welcome  you  here 
today,  Mr.  Guardia;  and  he  is  with  us  for  the  third  year  in  a  row. 
We  are  pleased  to  have  his  input  today. 

Also  with  us  is  Mr.  Michael  Rhode,  Jr.  Mike  is  the  Commission 
Secretary  and  a  long-time  friend  of  this  committee.  Mike  and  his 
staff  are  here  in  Washington  and  are  our  daily  link  to  the  Canal. 

(1) 


Gentlemen,  we  welcome  both  of  you  and  assure  you  that  we  take 
very  seriously  our  role  as  the  Canal  Oversight  Subcommittee.  We 
look  forward  to  your  testimony. 

The  Chair  now  recognizes  the  Honorable  Howard  Coble,  subcom- 
mittee ranking  minority  member.  Mr.  Coble. 

STATEMENT  OF  HON.  HOWARD  COBLE,  A  U.S.  REPRESENTATIVE 
FROM  NORTH  CAROLINA 

Mr.  Coble.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  I  would 
also  like  to  welcome  Mr.  Rhode  and  Mr.  Guardia  to  our  hearing 
about  the  reauthorization  of  the  Panama  Canal  Commission.  I  look 
forward  to  hearing  your  testimony  about  the  Canal's  current  oper- 
ations and  funding  needs.  I  must  say,  Mr.  Chairman,  it  is  a  bit  un- 
usual and  pleasurable  to  reauthorize  a  Federal  agency  which  for 
the  most  part  funds  itself  without  taxpayer  assistance.  I  think  I  am 
right  about  that,  Mr.  Rhode;  if  not,  correct  me  as  we  move  along. 

Having  said  that,  Mr.  Chairman,  good  to  have  you  here  as  well. 
Thank  you  gentlemen  for  being  with  us. 

Mr.  Tauzin.  Thank  you  very  much,  Mr.  Coble.  Let.  me  briefly 
pause  a  moment  to  thank  Mr.  Laughlin  on  behalf  of  the  committee 
for  being  here  in  my  absence,  and  opening  this  hearing  and  for 
always  being  there  when  the  Chair  needs  him.  Greg,  thank  you,  I 
really  appreciate  your  contribution,  sir. 

Mr.  Coble.  Mr.  Chairman? 

Mr.  Tauzin.  Mr.  Coble. 

Mr.  Coble.  I  failed  to  ask  unanimous  consent  to  have  the  state- 
ment of  Jack  Fields,  our  colleague,  introduced  into  the  record. 

Mr.  Tauzin.  Without  objection  that  will  be  the  order.  As  well  as 
all  the  written  statements  of  both  members  and  panel  witnesses. 

[Statement  of  Mr.  Fields  follows:] 

Statement  of  Hon.  Jack  Fields,  a  U.S.  Representative  from  Texas,  and 
Ranking  Minority  Member,  Committee  on  Merchant  Marine  and  Fisheries 

Mr.  Chairman,  I  would  like  to  welcome  the  Administrator  of  the  Panama  Canal 
Commission,  Mr.  Gilberto  Guardia,  and  our  long-time  friend,  the  Secretary  of  the 
Panama  Canal  Commission,  Mr.  Michael  Rhode,  Jr. 

Mr.  Chairman,  this  is  the  thirteenth  time  I  have  had  the  opportunity  to  review 
the  budget  of  the  Panama  Canal  Commission.  Once  again,  it  looks  as  if  the  Commis- 
sion has  prepared  a  detailed  and  accurate  budget  request  that  will  keep  the  oper- 
ation of  the  Canal  on  a  sound  course. 

As  most  of  the  Members  know,  last  year's  budget  included  a  provision  for  a  toll 
increase  for  FY  1993.  This  increase  did  not  please  some  of  the  Members  of  the  Com- 
mittee, but  it  has  been  put  into  place  and  I  hope  our  witnesses  will  take  a  little  time 
in  their  testimony  to  talk  about  why  this  increase  was  necessary  and  whether  they 
foresee  any  need  for  further  increases. 

Mr.  Chairman,  as  you  know,  I  introduced  a  bill  last  Congress  that  would  have  re- 
structured the  Board  of  Directors  for  the  Panama  Canal  Commission.  With  your 
help,  and  the  work  of  the  House  Committee  on  Armed  Services,  compromise  lan- 
guage was  enacted  in  the  Department  of  Defense  Authorization  legislation  which  re- 
quires two  concurrent  studies  to  be  conducted  on  the  structure  of  the  Panama  Canal 
Commission  and  its  Board  of  Directors  and  the  findings  reported  to  Congress.  I  am 
pleased  to  report  that  the  work  is  progressing  well  and  we  expect  to  have  the  initial 
findings  reported  to  us  this  summer.  I  look  forward  to  receiving  this  report  and 
hope  that  a  hearing  might  be  held  at  that  time  to  review  the  findings  of  the  report. 

Again,  I  welcome  our  friends  from  the  Panama  Canal  Commission  and  look  for- 
ward to  hearing  their  testimony.  Thank  you,  Mr.  Chairman. 


Mr.  Coble.  And  Mr.  Chairman,  in  your  absence,  Mr.  Laughlin 
said  that  that  chair  did  feel  very  comfortable,  so  I  am  glad  for  your 
sake  you  came  in  when  you  did. 

Mr.  Tauzin.  I  am  glad  to  hear  that.  The  Chair  is  pleased  to  rec- 
ognize Mr.  Stupak. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman.  Mr.  Laughlin  doesn't 
have  your  accent  yet,  and  the  one  he  does  have  didn't  work  too 
well  this  morning,  so  I  think  you  are  still  comfortable  in  your  posi- 
tion. Thank  you. 

Mr.  Tauzin.  Are  there  any  other  statements  for  the  record? 
Then  the  Chair  is  pleased  to  recognize  Mr.  Rhode. 

STATEMENT  OF  MICHAEL  RHODE,  JR..  ASSISTANT  TO  THE 
CHAIRMAN  AND  SECRETARY,  PANAMA  CANAL  COMMISSION 

Mr.  Rhode.  Thank  you,  Mr.  Chairman.  With  your  permission,  I 
will  summarize  my  testimony  and  submit  the  full  statement  for  the 
record. 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Michael 
Rhode,  Jr.,  Assistant  to  the  Chairman  and  Secretary  of  the 
Panama  Canal  Commission.  I  am  appearing  today  in  place  of  the 
Chairman  of  the  Board  of  Directors  of  the  Panama  Canal  Commis- 
sion who  has  not  yet  been  elected  by  that  body.  Board  Chairman 
Michael  Stone,  who  was  also  the  Secretary  of  the  Army,  resigned 
effective  January  20,  1993.  I  am  pleased  to  report  that  John  W. 
Shannon,  who  is  currently  the  Acting  Secretary  of  the  Army,  is 
now  the  Secretary  of  Defense  representative  to  the  Board  of  Direc- 
tors, and  he  will  be  attending  his  first  board  meeting  next  week  in 
Panama. 

Before  reporting  on  the  more  significant  developments  and  ac- 
complishments pertaining  to  the  Panama  Canal  enterprise,  I  would 
like  to  extend  our  appreciation  to  the  Chairman  for  his  past  sup- 
port of  the  Panama  Canal  Commission  and  also  to  welcome  the 
new  ranking  member.  Congressman  Coble,  and  all  the  new  mem- 
bers of  this  Subcommittee.  We  look  forward  to  working  with  you 
and  your  staffs  and  enjoying  a  good  and  productive  relationship 
with  the  leadership  and  all  the  members  of  this  panel. 

TRANSITION  ISSUES 

Before  getting  into  the  Commission's  specific  programs  and  budg- 
etary matters  for  the  coming  fiscal  year,  I  know  the  committee  has 
a  keen  interest  in  the  larger  topic  of  the  progress  we  are  making  in 
preparing  for  the  transfer  of  the  Canal  to  the  Republic  of  Panama 
in  1999.  I  would  just  like  to  highlight  a  few  areas  of  progress,  and 
of  course,  Mr.  Guardia  and  I  will  be  happy  to  answer  any  questions 
you  maj'  have  later. 

First,  the  Commission  has  continued  at  a  strong  pace  its  transi- 
tion to  a  Panamanian  work  force.  From  1979  to  today,  we  have 
moved  from  69  percent  to  88  percent  Panamanian  employment. 
Just  as  significantly,  Panamanians  are  enjoying  steadily  increasing 
representation  in  senior  management  and  in  areas  of  specialized 
highly  skilled  employment.  We  are  continuing  to  make  steady 
progress  toward  transferring  the  Canal  in  late  1999  with  a  virtual- 
ly 100  percent  Panamanian  work  force  to  support  it. 


Second,  we  are  proceeding  with  major  improvements  to  the 
Canal  to  make  it  attractive  and  economical  to  world  shipping  well 
into  the  next  century.  We  reported  to  this  Subcommittee  last  year 
on  the  Board's  decision  to  widen  the  segment  of  the  Canal  known 
as  the  Gaillard  Cut.  This  project  will  allow  the  Gaillard  Cut  to  ac- 
commodate two-way  passage  of  larger  vessels. 

This  20-year  effort  will  be  completed  well  after  the  Canal  is 
turned  over  to  Panama.  I  believe  this  is  a  significant  and  concrete 
illustration  of  the  determination  of  the  United  States  and  Panama 
to  keep  a  course  of  continuity,  reliability,  and  progress  for  the 
Canal  well  after  the  United  States'  stewardship  of  the  Canal  has 
ended. 

Third,  the  Commission  has  seen  to  the  commencement  of  a  very 
important  study  mandated  by  our  1993  Authorization  Act.  The 
study  will  give  recommendations  for  changes  we  can  make  in  the 
Commission  itself  to  give  the  Republic  of  Panama  the  best  possible 
role  model  to  follow  for  operating  the  Canal  with  the  high  quality, 
efficiency,  reliability,  and  stability  the  shipping  community  has 
come  to  expect. 

I  should  also  add  one  other  item  of  progress  in  our  transition 
effort.  The  provision  of  health  care  services  for  certain  former  em- 
ployees, whose  health  care  is  the  responsibility  of  the  Commission, 
were  contracted  out  to  a  private  Panamanian  hospital.  This  was 
done  in  response  to  the  phaseout  of  the  Department  of  Defense 
medical  facilities. 

OPERATING  ENVIRONMENT 

Now,  relative  to  the  operating  environment,  the  new  members  of 
this  subcommittee  may  not  know  what  a  special  agency  this  Com- 
mission is.  It  has  a  unique  mission  as  a  government  agency,  partly 
because  it  is  not  the  sole  provider  of  the  services  it  offers.  It  oper- 
ates in  a  free,  open  and  intensely  competitive  environment.  Its 
services  must  be  attractive  to  customers  who  have  several  alterna- 
tive routes  or  means  of  transporting  their  goods. 

Only  by  providing  superior  and  reliable  service  at  low  cost  can 
the  Canal  retain  either  the  long-term  loyalty  or  the  business  of  its 
customers.  The  Canal's  operating  environment  is  not  static.  It 
changes  continuously,  driven  by  evolving  world  trade  patterns,  the 
ups  and  downs  of  the  business  cycle,  and  developing  technologies 
such  as  containerization  and  intermodal  transport  systems. 

The  Commission  has  a  long  history  of  adapting  and  responding 
to  these  changes  while  performing  its  mission  of  providing  safe  and 
efficient  service  to  the  world  shipping  community.  This  past  year 
was  no  exception. 

BOARD  ACTIVITIES 

Insofar  as  Board  activities  are  concerned,  during  the  year  the 
Board  of  Directors  addressed  a  variety  of  issues.  For  example,  a 
study  plan  was  developed  to  implement  the  study  of  possible 
changes  to  the  Canal  Commission  discussed  earlier,  and  the  Board 
members  have  been  very  involved  in  this  particular  study. 


The  Board  also  evaluated,  and  is  continuing  to  monitor  closely, 
the  progress  of  the  Gaillard  Cut  widening  project  that  I  mentioned 
earlier. 

BUDGET  PROBLEMS 

As  far  as  the  budget  programs  are  concerned,  fiscal  year  1992 
was  a  very  challenging  year  for  the  Commission.  A  decline  in  toll 
revenues  attributable  primarily  to  a  return  to  normal  world  trade 
patterns  following  the  end  of  hostilities  in  the  Persian  Gulf,  com- 
bined with  inflationary  pressures  on  operating  costs,  reduced  the 
resources  available  to  the  Commission.  The  Commission  responded 
by  holding  its  costs  well  below  the  rate  of  inflation.  The  decline  in 
toll  revenues  did,  however,  result  in  unrecovered  costs  of  approxi- 
mately $4  million  for  that  year.  As  Mr.  Guardia  will  testify,  the 
loss  will  be  recovered  in  fiscal  year  1993. 

During  the  current  fiscal  year,  even  though  the  lower  traffic 
levels  experienced  in  1992  have  continued  into  the  early  part  of 
1993,  we  do  project  a  very  modest  increase  in  Canal  traffic  later  in 
the  year  as  the  U.S.  economy  improves.  The  year  as  a  whole,  how- 
ever, is  expected  to  show  little  or  no  growth  over  the  prior  year. 

With  regards  to  fiscal  year  1994,  tolls  are  projected  to  grow  at  a 
relatively  modest  pace.  Upward  inflationary  pressure  on  costs  is 
also  expected  to  be  small  due  to  an  anticipated  low  inflation  rate. 

Mr.  Chairman,  while  Mr.  Guardia  will  address  in  detail  the  Com- 
mission's budget  for  fiscal  year  1994,  I  want  to  affirm  that  the  pro- 
grams for  that  year  are  essential  and  are  in  accord  with  those  of 
the  President. 

RECOGNITION  OF  CANAL  EMPLOYEES 

At  this  time,  Mr.  Chairman,  I  would  like  to  express  on  behalf  of 
the  Board  of  Directors,  its  gratitude  for  the  loyalty  and  comrnit- 
ment  of  all  Panama  Canal  Commission  employees.  Their  dedication 
has  resulted  in  another  year  of  safe  and  efficient  service  to  the  in- 
ternal shipping  community.  It  is  their  professionalism  that  has 
made  the  Canal  enterprise  a  model  of  efficiency. 

Mr.  Chairman,  this  concludes  my  summarized  remarks.  I  would 
like  to  recommend  that  Mr.  Guardia  present  his  statement,  and 
then  we  will  both  be  available  to  answer  questions  as  the  subcom- 
mittee may  desire. 

[Statement  of  Mr.  Rhode  can  be  found  at  end  of  hearing.] 

Mr.  Tauzin.  The  Chair  is  pleased  to  now  recognize  the  Honora- 
ble Gilberto  Guardia,  the  Administrator  of  the  Panama  Canal  Com- 
mission, and,  Mr.  Guardia,  if  you  would  kindly  introduce  the  gen- 
tlemen with  you  as  you  give  your  testimony. 

STATEMENT  OF  THE  HONORABLE  GILBERTO  GUARDIA.  ADMINIS- 
TRATOR, PANAMA  CANAL  COMMISSION,  ACCOMPANIED  BY 
NORBERT  KRAEGEL,  THE  CHIEF  FINANCIAL  OFFICER 

Mr.  Guardia.  Mr.  Chairman  and  members  of  the  subcommittee, 
I  am  Gilberto  Guardia,  Administrator  of  the  Panama  Canal  Com- 
mission. With  me  is  Norbert  Kraegel,  who  is  our  chief  Financial 
Officer  in  our  organization.  With  your  permission,  I  would  like  to 
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summarize  my  statement  now  and  submit  for  the  record  the  full 
statement  to  the  Subcommittee. 

Mr.  Tauzin.  We  appreciate  that.  Thank  you,  sir. 

Mr.  GuARDiA.  I  am  pleased  to  appear  before  you  today  to  present 
the  fiscal  year  1994  budget  programs  of  the  Panama  Canal  Com- 
mission, the  United  States  agency  responsible  for  the  management 
and  operation  of  the  Panama  Canal. 

I  would  to  take  this  opportunity  to  express  my  sincere  apprecia- 
tion to  the  Subcommittee  and  each  of  its  members  for  the  support 
and  assistance  that  they  have  provided  the  Panama  Canal  Commis- 
sion in  recent  years.  Mr.  Chairman,  I  look  forward  to  a  continu- 
ation of  this  harmonious  and  productive  relationship  in  the  future 
under  your  leadership. 

OVERVIEW  FISCAL  YEAR  1992 

Fiscal  year  1992  was  a  somewhat  more  difficult  year  for  the 
Panama  Canal  Commission  than  had  been  anticipated  when  I  testi- 
fied to  this  Subcommittee  last  year.  Canal  traffic  levels  in  1992  de- 
clined slightly  as  world  trade  returned  to  more  normal  patterns  fol- 
lowing the  end  of  the  Persian  Gulf  War.  Additionally,  the  pro- 
longed recession  in  the  U.S.  and  Japan  had  a  negative  effect  on  our 
traffic  levels.  As  a  result,  tolls  were  lower  than  originally  anticipat- 
ed. 

In  response  to  the  decline  in  toll  revenues,  the  Commission  held 
operating  costs  to  the  lowest  level  possible,  consistent  with  main- 
taining acceptable  service  levels  to  world  shipping.  The  increase  in 
expenses  was  well  below  the  effect  of  inflation  experienced  by  the 
Commission  during  the  year. 

In  1991,  the  Commission  had  accelerated  certain  maintenance 
programs  and  other  projects  to  take  advantage  of  a  temporary 
surge  in  revenues  resulting  from  the  conflict  in  the  Persian  Gulf. 
These  management  actions  mitigated  to  a  considerable  degree,  the 
cost  pressures  experienced  by  the  Commission  in  fiscal  year  '92. 
Nevertheless,  despite  holding  the  increase  in  operating  expenses 
well  below  the  rate  of  inflation,  the  Commission  incurred  a  loss  of 
$4  million.  The  loss  for  fiscal  year  1992  should  be  recovered  in 
fiscal  year  1993. 

OVERVIEW  FISCAL  YEAR  1993 

With  reference  to  fiscal  year  1993,  as  I  testified  last  year  before 
this  Subcommittee,  the  Commission  was  anticipating  a  substantial 
operating  loss  for  fiscal  year  1993.  The  Commission  forecasts 
showed  that  the  minimal  growth  in  traffic  and  toll  revenues  would 
be  inadequate  to  offset  the  inflationary  increase  in  operating  costs 
and  to  provide  the  additional  funds  needed  to  finance  the  agency's 
Capital  Improvement  Program.  In  view  of  the  tight  constraints  on 
operating  expenses  in  prior  years,  additional  reductions  in  operat- 
ing costs  could  not  be  accommodated  without  a  serious  deteriora- 
tion in  service  to  our  customers. 

The  Commission  projected  a  total  revenue  deficiency  for  fiscal 
year  1993  of  about  $38  million.  This  deficiency  included  a  projected 
$18  million  operating  loss  for  1993;  the  $4  million  loss  carried  oyer 
from  fiscal  year  1992,  and  the  financing  requirement  of  15  million 


for  the  1993  capital  improvement  program  and  working  capital.  Ac- 
cordingly, our  budget  for  fiscal  year  1993  included  a  9.9  percent  toll 
rate  increase  which  was  approved  by  the  President,  effective  Octo- 
ber 1,  1992. 

Actual  traffic  performance  for  the  first  five  months  of  fiscal  year 
1993  has  been  sluggish.  While  some  improvement  in  Canal  traffic 
levels  is  expected  to  occur  later  in  the  year,  as  the  U.S.  economy 
strengthens,  traffic  growth  is  projected  to  be  less  than  one  percent 
for  the  year. 

As  a  result,  our  original  toll  revenue  estimate  for  fiscal  year  1993 
has  been  reduced  from  $418  million  to  $408  million. 

Our  expense  budget  for  1993  has,  of  course,  been  reduced  consist- 
ent with  the  revised  traffic  and  revenue  forecast.  The  increase  in 
expenses  over  fiscal  year  1992  is  primarily  due  to  the  effect  of  in- 
flation on  wages,  supplies  and  materials,  fuel  oil,  and  the  tonnage 
payments  to  the  Republic  of  Panama. 

In  summary,  we  are  experiencing  lower  traffic  levels  than  origi- 
nally forecast  and  inflationary  cost  increases  above  actual  traffic 
growth.  Nevertheless,  we  have  adjusted  our  operating  costs  down- 
ward to  levels  that  will  ensure  that  total  operating  revenues  ^vill 
recover  all  operating  expenses  for  fiscal  year  1993;  the  loss  carried 
forward  from  fiscal  year  1992;  and  the  financing  required  for  the 
1993  capital  program  and  working  capital. 

OUTLOOK  FOR  FISCAL  YEAR  1994 

Turning  to  fiscal  year  '94,  the  Commission's  budget  provides  for 
a  break-even  operation. 

Stronger  economic  growth  in  the  U.S.  economy,  along  with  some 
marginal  improvement  in  the  Japanese  and  certain  European 
economies,  presents  a  slightly  brighter  outlook  for  world  trade  and 
Canal  business  in  fiscal  year  1994.  However,  the  improvement  is 
expected  to  be  moderate  and  will  produce  only  small  gains  in  Canal 
traffic  and  revenues. 

The  payroll  costs  budgeted  for  fiscal  year  1994  reflect  the  Presi- 
dent's proposed  wage  freeze.  Despite  the  anticipated  freeze,  the 
Commission's  payroll  and  related  costs  are  projected  to  increase 
due  to  the  full  year  carryover  effect  of  the  pay  increases  which 
took  effect  in  1993,  within  grade  step  increases,  and  additional 
manpower  requirements  necessary  to  meet  the  increase  in  ships 
transiting  the  Canal. 

Supplies  and  material  costs  are  projected  to  increase  due  to  the 
price  escalation.  In  addition.  Treaty  payments  to  Panama  will  in- 
crease due  to  increased  Canal  traffic. 

In  summary,  the  Commission  has  budgeted  a  break-even  oper- 
ation for  1994,  recovering  all  costs  for  operations  and  funds  re- 
quired for  its  capital  improvement  program  and  working  capital. 

CAPITAL  REQUIREMENTS 

Turning  to  the  capital  program  for  fiscal  year  1994,  as  in  past 
years,  80  percent  of  the  program  is  devoted  to  essential  transit  fa- 
cilities and  equipment.  In  that  regard,  I  would  like  to  address  in 
more  detail  the  major  continuing  project  in  our  capital  program, 
the  widening  of  the  Gaillard  Cut. 


CUT  WIDENING 


As  members  of  the  Subcommittee  may  recall,  the  Gaillard  Cut 
Widening  Program  is  designed  to  increase  the  Canal's  capacity  on 
an  incremental  basis  as  the  work  progresses,  thereby  providing  an 
enhanced  reserve  capacity  sufficient  to  handle  projected  levels  of 
transit  well  into  the  next  century. 

The  Gaillard  Cut  is  a  narrow  eight-mile  stretch  of  the  Canal 
where  certain  large  vessels  are,  for  safety  reasons,  restricted  to 
one-way  traffic  during  the  daylight  hours  only.  The  Cut  Widening 
Program  consists  of  two  types  of  earth  removal:  the  removal  of 
earth  located  above  the  water  which  we  call  dry  work,  and  the  re- 
moval of  earth  and  rock  located  below  the  lake  level  which  we 
refer  to  as  wet  work.  The  program  was  designed  and  scheduled  to 
allow  for  the  dry  excavation  to  be  done  by  outside  contractors  and 
the  wet  excavation  to  be  accomplished  utilizing  existing  Commis- 
sion resources  and  equipment,  with  the  dry  work  preceding  the  wet 
work  by  about  one  year. 

The  dry  excavation  work  commenced  in  fiscal  year  1992.  To  date, 
six  contracts  have  been  awarded  covering  various  sections  of  the 
channel.  Over  60  percent  of  the  work  on  the  contracts  awarded  so 
far  has  been  completed.  In  addition,  the  bids  for  the  dry  excavation 
contract  work  awarded  to  date  have  been  substantially  below  the 
initial  engineering  estimates  which  has  allowed  us  to  advance  the 
work  and  to  be  ahead  of  schedule  in  the  program. 

The  wet  excavation  using  existing  in-house  dredging  resources  on 
an  as  available  basis  will  remove  the  remaining  earth  and  rock. 
The  area  to  be  removed  will  be  drilled,  and  then  blasted  to  break 
up  the  rock  formations  below  the  water.  The  land-based  and  water- 
based  drilling  and  blasting  will  commence  during  the  first  quarter 
of  fiscal  year  1994.  The  removal  of  the  below-water  land  mass  by 
the  Commission's  dredges  will  begin  in  late  1994. 

In  closing,  I  w^uld  like  to  briefly  discuss  certain  aspects  of  the 
efforts  currently  underway  to  prepare  for  the  year  2000.  The  Com- 
mission is  doing  all  that  it  can  to  adequately  prepare  for  the 
smooth  transfer  of  the  Canal  to  Panama.  The  waterway  is  in  good 
operating  condition,  and  we  are  investing  approximately  $125  mil- 
lion annually  in  maintaining  and  improving  the  facility. 

Training  programs  continue  to  receive  a  high  priority  to  ensure  a 
high  quality  work  force  and  provide  for  increased  participation  by 
Panamanians  throughout  the  organization.  Panamanian  citizens 
now  comprise  approximately  88  percent  of  the  Commission's  work 
force,  with  increasing  involvement  at  all  levels. 

To  assist  Panamanian  government  officials  and  designated  work- 
ing groups  in  preparing  for  the  transition,  I  have  been  actively  in- 
volved, along  with  senior  members  of  my  staff,  in  presenting  spe- 
cially designed  briefings  on  Canal  operations.  The  primary  thrust 
of  these  presentations  has  been  to  identify  the  policies,  systems  and 
functions  that  are  currently  necessary  for  the  successful  manage- 
ment and  administration  of  the  Panama  Canal. 

The  Government  of  Panama  has  taken  more  positive  steps 
during  the  past  year  to  plan  for  the  transition.  The  Ad-Hoc  com- 
mittee appointed  by  the  President  of  Panama  is  now  studying  how 
best  to  structure  the  new  Canal  entity  which  will  be  responsible  for 


the  future  administration  of  the  waterway.  In  that  regard,  eight 
functional  subcommittees  have  been  formed  by  Panama  to  assist  m 
that  endeavor  by  focusing  on  the  key  issues  relative  to  the  transi- 
tion. We  have  been  working  hard  to  assist  these  subcommittees. 
They  have  been  meeting  with  us  and  receiving  briefings  on  Canal 
management  and  administration. 

In  a  separate  but  related  matter,  legislation  was  recently  passed 
by  the  Panamanian  government  creating  the  Interoceanic  Regional 
Authority,  an  autonomous  government  agency  which  will  have  re- 
sponsibility for  the  administration  of  and  development  of  areas  m 
former  Canal  Zone,  either  already  reverted  to  Panama  or  to  be 
turned  over  in  the  future.  The  President  of  Panama  has  already 
appointed  the  nine  individuals  who  will  be  the  Authority's  govern- 
ing board.  Hopefully,  they  will  be  approved  by  the  legislative  as- 
sembly shortly,  and  planning  for  the  use  and  development  of  the 
reverted  areas  can  begin  in  their  term. 

I  believe  that  the  Government  of  Panama  is  moving  in  the  right 
direction,  and  I  am  pleased  that  their  planning  process  is  now  un- 
derway. Although  there  is  a  lot  to  be  done,  most  of  the  key  individ- 
uals and  decision  makers  are  beginning  to  develop  a  much  better 
understanding  of  the  important  issues  which  must  be  addressed  to 
facilitate  a  smooth  transition  of  the  waterway  to  Panamanian  con- 
trol on  December  31,  1991. 

Mr.  Chairman,  this  concludes  my  summarized  statement,  and  I 
will  be  more  than  glad  to  answer  any  questions  that  you  may  have. 

[Statement  of  Mr.  Guardia  can  be  found  at  end  of  hearing.] 

Mr.  Tauzin.  Thank  you  very  much,  Mr.  Guardia.  I  am  particu- 
larly interested  in  one  of  your  last  statements  regarding  the  legis- 
lation adopted  by  the  Panamanian  government,  creating  the  Inter- 
oceanic Regional  Authority.  You  say  that  the  nine  board  members 
have  been  appointed  but  not  yet  approved  by  the  Assembly,  is  that 
correct? 

Mr.  Guardia.  That  is  correct.  They  were  recently  nominated  by 
the  President  and  their  names  have  been  sent  to  the  National  As- 
sembly, which  has  been  holding  hearings  over  the  past  couple  of 
weeks  seeking  a  confirmation  of  these  nine  nominations.  As  I  un- 
derstand it,  five  of  the  nine  members  have  gone  through  that  proc- 
ess, and  it  seems  likely  they  will  be  confirmed. 

Mr.  Tauzin.  And  none  of  them  have  problems,  I  take  it? 

Mr.  Guardia.  None  of  them  have  any  problems,  no. 

Mr.  Tauzin.  In  that  regard,  what  will  make  this  Commission  au- 
tonomous? You  describe  it  as  some  sort  of  autonomous  agency  that 
will  have  authority  over  transferred  properties.  How  will  it  be 
structured  so  that  its  autonomy  is  guaranteed? 

Mr.  Guardia.  The  legislation  is  structured  in  a  way  that  it  gives 
a  lot  of  responsibility  to  that  Board  of  Directors.  It  even  includes 
the  responsibility  of  selecting  the  Administrator  for  the  entity.  And 
they  would  be  nominating  the  Administrator  to  the  President,  and 
the  President  would  appoint  him  to  that  position. 

Mr.  Tauzin.  I  notice  there  are  provisions  in  the  law  that  mem- 
bers may  not  be  kin  to  the  President,  Vice-President,  Ministers  of 
State,  et  cetera.  These  standards  apparently  are  designed  to  make 
it  as  non-partisan,  and  non-politically  connected  to  the  government 
as  possible? 
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Mr.  GuARDiA.  They  are  indeed  designed  for  autonomy.  The  first 
step  in  that  direction  as  required  by  the  legislation,  was  the  ap- 
pointment of  the  nine  board  members.  They  are  all  prominent  citi- 
zens from  the  private  sector  with  no  political  affiliations.  This  ex- 
emplifies the  intention  of  the  government  to  create  a  real  autono- 
mous and  independent  entity. — 

Mr.  Tauzin.  And  it  also  provides  for  five  and  seven-year  terms, 
overlapping  terms.  Does  this  overlap  the  term  of  the  President 
himself? 

Mr.  GuARDiA.  This  overlaps  the  term  of  the  President.  The  inten- 
tion is  that  different  governments  will  be  appointing  future  mem- 
bers of  that  committee.  They  will  not  all  be  appointed  by  the  same 
government. 

Mr.  Tauzin.  What  is  the  process  for  removal  of  members? 

Mr.  GuARDiA.  They  really  serve  for  a  term.  And  they  could  be 
removed  if  there  is  reason  for  removal;  there  would  have  to  be 
reason  for  removal.  They  actually  would  be  replaced  when  their 
term  is  over. 

Mr.  Tauzin.  In  terms  of  the  creation  of  this  authority  as  it  exists 
between  now  and  the  transfer  of  the  Canal,  what  will  be  the  rela- 
tionship of  the  Administrator's  office,  your  own  office,  and  the 
Board,  the  Commissioners,  and  this  new  authority  during  the 
seven-year  period? 

Mr.  GuARDiA.  We  will  have  a  very  close  relationship  because  of 
the  fact  that  they  are  going  to  be  managing  areas  that  used  to  be 
Canal  Zone  areas.  And  there  are  a  lot  of  underground  installations 
in  these  areas  that  belong  to  the  Canal  Commission.  So,  there 
needs  to  be  a  very  close  relationship  between  the  action  of  that 
entity  and  the  Panama  Canal  Commission.  I  have  already  had  a 
meeting  with  the  proposed  board  members  and  offered,  as  soon  as 
they  are  confirmed,  to  brief  them  on  the  very  sensitive  aspects  of 
their  future  administration. 

Mr.  Tauzin.  I  would  like  to  pause  a  minute  and  recognize  a  visit- 
ing dignitary.  We  are  speaking  about  the  laws  in  Panama.  I  would 
like  to  recognize  Mr.  Milton  Henriquez,  who  is  a  member  of  the 
Panama  Legislative  Assembly.  Milton,  won't  you  rise,  and  we  can 
applaud  you  and  welcome  you.  Mr.  Henriquez  is  the  former  Chair- 
man of  the  Legislature's  Budget  Committee,  a  role  that  we  appreci- 
ate here  in  the  U.S.  Congress,  I  assure  you.  He  now  serves  as 
Chairman  of  its  subcommittee  on  Civil  Service  Career,  a  subcom- 
mittee developing  a  civil  service  system  for  Panama,  which  will  in- 
clude the  Canal  employees  after  the  transfer  in  the  year  1999.  Mr. 
Henriquez  is  visiting  Washington  through  a  special  program  in  co- 
operation with  the  U.S.  Informational  Agency,  and  we  certainly 
want  to  welcome  you  and  hope  you  enjoy  your  visit  here,  Mr.  Hen- 
riquez. 

A  few  more  questions,  Mr.  Administrator.  I  notice  that  last  year 
you  asked  for  authority  to  purchase  up  to  35  new  vehicles  at  a  cost 
of  $18  thousand  a  piece.  You  are  asking  for  that  authority  again 
this  year.  What  is  all  that  about? 

Mr.  GuARDiA.  Yes,  we  have  a  fleet  of  vehicles  in  the  Commission 
that  we  renew  a  portion  of  that  fleet  every  year  in  accordance  with 
the  Code  of  Federal  Regulations,  and  these  vehicles  are  used  to 
support  the  various  activities  of  the  Commission.  One  of  the  most 
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important  activities,  perhaps,  is  the  transportation  of  pilots,  24 
hours  a  day,  from  the  Pacific  side  to  the  Atlantic  side.  They  sup- 
port transportation  in  general  for  all  activities  in  the  Commission, 
which,  as  you  know,  are  very  diverse. 

Mr.  Tauzin.  Well,  in  other  words,  you  are  buying  new  vehicles 
every  year? 

Mr.  GuARDiA.  Yes,  each  year  we  are  renewing  a  portion  of  the 
fleet. 

Mr.  Tauzin.  You  are  trading  in  the  old  ones,  buymg  new  ones 
every  year. 

Mr.  GuARDiA.  Right,  every  year.  Based  on  the  mileage  that  they 
have  and  the  estimated  cost  of  repairs  a  portion  of  the  fleet  is  re- 
placed. 

Mr.  Tauzin.  And  last  year  we  granted  you  authority  to  use  a 
new  vessel  tonnage  system  in  calculating  the  Canal  tolls.  As  you 
know,  the  tolls  were  a  big  issue  here  last  year.  Is  the  new  system 
in  place,  and  how  is  it  working  now? 

Mr.  GuARDiA.  The  new  system  is  not  in  place  yet.  It  is  planned  to 
be  in  place  at  the  beginning  of  fiscal  year  1995.  It  is  in  the  final 
stage  of  implementation,  which  is  similar  to  the  toll  increase  imple- 
mentation process.  We  still  have  to  hold  a  public  hearing  that  is 
scheduled  to  take  place  in  May  of  1994.  And  we  are  in  the  process 
of  making  final  adjustments  to  the  system,  to  reduce  as  much  as 
possible  any  impact  on  the  shipping  industry. 

Mr.  Tauzin.  Well,  we  will  be  interested  in  visiting  with  you  later 
to  see  how  that  develops,  Mr.  Guardia.  You  described  fairly  well 
the  Gaillard  Cut  operations  for  improvement.  When  do  you  think 
two-way  traffic  will  be  first  introduced  to  the  Gaillard  Cut? 

Mr.  Guardia.  Actually,  complete  two-way  traffic  in  the  Gaillard 
Cut  is  the  end  product.  However,  there  are  many  aspects  of  this 
effort  of  widening  the  Cut  that  will  come  into  place  sooner  than 
when  the  project  is  completed.  For  instance,  part  of  that  project  en- 
compassed the  straightening  of  the  curves  in  the  Gaillard  Cut,  so 
as  soon  as  we  reach  the  first  curve  and  we  are  able  to  straighten 
that  curve,  we  are  increasing  the  level  of  safety  of  traffic  through 
the  waterway. 

As  work  progresses,  we  may  be  able  to  begin  two-way  traffic  in  a 
sector  of  the  Cut,  but  that  will  depend  largely  on  the  level  of 
progress.  Really,  we  haven't  studied  that  in  detail  at  this  point  in 
time,  but  we  will  be  getting  some  incremental  advantage  as  we 
progress. 

Mr.  Tauzin.  Can  you  give  us  a  broad  guess  on  when  you  think 
two-way  traffic  will  be  available? 

Mr.  Guardia.  We  may  be  able  to  begin  moving  ships  in  two-way 
traffic  perhaps  when  the  project  is  around  50  percent  complete  or 
so. 

Mr.  Tauzin.  Which  will  be  what  year? 

Mr.  Guardia.  The  way  it  is  programmed  now  it  is  a  20-year 
effort,  so  it  would  be  ten  years  after  it  starts. 
Mr.  Tauzin.  So  we  are  way  off  yet? 
Mr.  Guardia.  Yes. 

Mr.  Tauzin.  To  what  extent  have  the  auxiliary  facilities  to  the 
Canal,  the  railroad  service  yards  and  intermodal  warehousing  fa- 
cilities, been  brought  up  to  date,  improved  in  the  last  year? 


12 

Mr.  GuARDiA.  As  you  well  know,  those  facilities  were  transferred 
to  the  Government  of  Panama  when  the  Treaty  was  signed. 

Mr.  Tauzin.  Yes. 

Mr.  GuARDiA.  The  facilities  that  have  had  the  most  investment 
from  the  Government  of  Panama  specifically  are  the  ports.  There 
has  been  an  intensive  amount  of  investment  to  improve  the  condi- 
tion of  the  ports.  Not  only  in  the  ports  themselves  but  on  oper- 
ational activities  like  privatizing  the  launch  services.  The  Port  Au- 
thority has  become  active  in  this  respect. 

To  the  railroad  itself,  a  certain  amount  of  improvements  have 
been  made,  but  very  little  I  would  say.  The  major  improvements 
that  need  to  be  made  are  related  to  the  track  itself.  Very  little  has 
been  done  in  that  respect.  There  are  plans  right  now  being  an- 
nounced to  make  make  some  improvements  and  to  try  to  develop 
some  interest  in  a  tourist-type  of  transportation  on  the  train. 

Mr.  Tauzin.  Well,  you  know  that  is  a  subject  of  some  real  inter- 
est to  us  as  we  approach  the  year  of  turnover,  and  what  we  would 
appreciate  is  again  perhaps  a  little  more  detail  on  that,  if  you  and 
Mike  can  help  us  with  that  as  we  go  through  the  year.  What  im- 
provements have  been  made,  what  seems  to  be  still  lacking  in 
terms  of  auxiliary  facilities,  would  be  of  real  interest  I  think  to  the 
committee. 

Mr.  GuARDiA.  Let  me,  just  to  complete  the  information  on  this 
subject,  touch  on  one  more  facility.  One  facility  that  has  been 
looked  at  which  was  not  really  turned  over  is  the  trans-isthmian 
highway.  I  believe  we  will  see  a  major  improvement  on  the  trans- 
isthmian  highway  before  we  see  an  improvement  of  the  railway, 
because  of  the  greater  financial  feasibility  of  this  alternative  form 
of  transportation  across  the  Isthmus.  There  has  been  also  a  lot  of 
progress  in  the  area  of  a  transshipment  port  on  the  Atlantic  side. 
There  are  two  groups  that  are  interested  in  this  development,  and 
there  are  already  draft  contracts  being  studied  by  the  parties.  So 
we  may  be  seeing  something  on  that  in  the  near  future.  But  we 
will  certainly  keep  you  informed  on  the  progress. 

Mr.  Tauzin.  Thank  you,  Mr.  Guardia.  I  want  to  turn  to  you,  Mr. 
Rhode,  for  a  couple  of  questions  if  you  don't  mind.  One  concerns 
our  Draft  Authorization  Bill.  When  we  looked  at  your  draft,  you 
had  included  two  sections  dealing  with  Commission  labor,  which 
are  not  now  part  of  our  legislation,  which  we  may  want  to  consider 
for  markup.  Would  you  explain  those  two  sections  and  why  you 
have  recommended  they  be  included? 

Mr.  Rhode.  Yes,  sir,  Mr.  Chairman.  The  first  section  has  to  do 
with  giving  the  right  to  some  of  our  Panamanian  employees  to  par- 
ticipate in  activities  in  Panama.  As  I  am  sure  the  members  of  this 
subcommittee  are  aware,  the  U.S.  Constitution  has  an  emoluments 
clause  which  prohibits  employees  of  the  United  States  from  receiv- 
ing any  title,  appointment  or  office  from  a  foreign  government 
unless  the  U.S.  Congress  consents  to  it.  In  our  situation,  for  exam- 
ple, we  have  Panamanian  citizens  employed  who  could  make  a  real 
contribution  to  the  Republic  of  Panama  in  many  capacities,  such  as 
teachers  at  the  University  of  Panama,  doctors  associated  with  hos- 
pitals, and  many  other  occupations.  We  don't  think  that  these  op- 
portunities present  the  kinds  of  concerns  which  the  clause  in  the 
Constitution  was  designed  to  address.  This  is  a  very  narrowly-tai- 
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lored  provision  that  would  not  allow  the  emoluments  clause  to  be 
waived  for  Commission  employees  who  are  United  States  citizens. 

Furthermore,  each  case  must  be  examined  individually  and  ap- 
proved by  both  the  Commission's  Administrator  and  its  designated 
agency  ethics  official.  There  is  precedent  for  Congress  having  done 
this  before,  Mr.  Chairman.  That  is  the  first  section.  That  is  the 
easy  one.  The  second  section  is  a  change  that  we  are  seeking  which 
will  return  the  rights  to  many  of  our  employees  who  inadvertently 
lost  those  rights,  and  that  is  the  right  to  have  arbitration,  if  you 
will,  through  a  third  party.  We  thought  we  were  OK  until  the  Fed- 
eral Labor  Relations  Authority  decision  in  1992  gave  us  some  con- 
cern. Before  I  get  to  the  fix,  let  me  give  a  little  history  on  this  par- 
ticular problem. 

The  employees  of  the  Panama  Canal  Commission  are  in  the  Fed- 
erally Excepted  Services;  they  are  not  members  of  the  civil  service 
as  we  know  it.  We  have  our  own  system  and  it  closely  parallels  the 
civil  service  system.  Under  this  system  our  employees  had  the 
right  to  have  a  third  party  review  adverse  actions  by  the  agency 
through  what  was  called  a  negotiated  grievance  procedure. 

They  also  had  the  right  to  have  the  Merit  Systems  Protection 
Board  hear  their  case.  So  there  were  two  avenues  available  to 
them. 

The  Supreme  Court  in  1988 — and  I  am  here  as  a  layman  talking 
as  an  attorney,  but  I  do  have  an  attorney  backing  me  up  if  I  stray, 
Mr.  Chairman —  stated  that  Federally  Excepted  Service  employees 
do  not  have  appeal  rights  to  the  Merit  Systems  Protection  Board. 

The  Congress  then  reacted  in  1990  by  passing  the  Civil  Service 
Due  Process  Amendments  of  1990.  We  asked  at  that  time,  because 
it  had  an  adverse  impact  on  our  employees,  to  have  the  Commis- 
sion excluded  from  the  provisions  of  that  Act  because  we  already 
had  one  process  and  didn't  believe  that  we  needed  two  at  the  time. 
And  so  we  were  excluded. 

We  thought  this  action  would  maintain  status  quo,  but  then  the 
Federal  Labor  Relations  Board  decision  in  1992  said  that  because 
the  Commission  was  excluded  from  the  Civil  Service  Due  Process 
Amendments  of  1990,  it  precluded  non-veteran  Commission  em- 
ployees from  using  any  third  party  grievance  procedures,  not  just 
the  Merit  Systems  Protection  Board  procedures.  So  this  amend- 
ment is  to  give  us  back  what  we  lost  inadvertently,  and  it  is 
wanted  by  both  management  and  labor.  It  is  a  very  technical  fix, 
and  there  is  a  section-by-section  analysis  attached  to  the  amend- 
ment which  would  certainly  satisfy  your  legal  staff 

Mr.  Tauzin.  You  have  done  a  good  job  with  your  non-lawyer's 
background. 

Mr.  Rhode.  Thank  you,  Mr.  Chairman. 

Mr.  Tauzin.  What  is  the  current  status  of  the  sea  level  canal 
study? 

Mr.  Rhode.  The  study  is  ongoing.  The  commissioners  are  meeting 
almost  monthly  now.  There  are  a  number  of  contracts  that  are  still 
being  worked  on,  but  a  lot  of  them  are  being  brought  to  a  close. 
The  United  States  position  is  that  the  study  will  not  be  extended 
past  September  of  1993,  and  that  is  the  date  that  the  three  coun- 
tries agreed  that  it  would  be  completed. 

Mr.  Tauzin.  So  what  happens? 
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Mr.  Rhode.  Well,  I  frankly  don't  know,  Mr.  Chairman.  We 
haven't  been  a  direct  participant  in  that  study. 

Mr.  Tauzin.  The  Commission  is  not  participating  at  all  in  it? 

Mr.  Rhode.  No,  sir,  although  we  do  have  an  observer  there,  and  I 
do  get  involved  in  the  Washington  scene,  we  do  not  have  direct 
participation.  It  seems  to  me  that  they  are  looking  at  two  possibili- 
ties: one  is  the  construction  of  a  one-lane  sea  level  canal,  the  other 
is  the  construction  of  a  third  set  of  locks  using  the  current  project 
that  Mr.  Guardia  mentioned,  the  widening  of  the  Canal  as  a  com- 
plement. Both  are  tremendously  expensive  projects  and  one  as- 
sumes that  if  this  is  undertaken,  that  there  is  enough  traffic  to 
make  it  beneficial  to  those  who  are  going  to  pay  for  it.  And  I  guess 
that  is  really  all  that  I  know  at  this  point. 

Mr.  Tauzin.  Well,  I  am  confused  about  one  thing.  Doesn't  the 
treaty  require  the  Commission  to  be  part  of  this  study? 

Mr.  Rhode.  No,  sir.  Article  XII  of  the  Treaty  simply  says  that 
the  United  States  and  Panama  will  study  the  feasibility  of  con- 
structing a  sea  level  canal. 

Mr.  Tauzin.  I  see.  So  you  are  sitting  on  the  sidelines  watching 
this  study  and 

Mr.  Rhode.  Well,  we  are  providing  information  because  obviously 
they  need  a  lot  of  data  from  the  Panama  Canal  Commission  to  con- 
duct their  study,  and  we  are  generally  a  provider  of  information 
and  insight  to  what  they  should  expect.  But  we  are  not  conducting 
any  part  of  the  study. 

Mr.  Tauzin.  And  you  cannot  predict  the  results  by  September? 

Mr.  Rhode.  I  wouldn't  even  attempt  to,  sir. 

Mr.  Tauzin.  OK.  Thank  you,  Mr.  Rhode.  I  will  now  recognize  the 
ranking  minority  member,  Mr.  Coble,  for  questions. 

Mr.  Coble.  Thank  you,  Mr.  Chairman.  Just  to  extend  his  last 
question,  Mr.  Rhode,  your  observer  I  guess  contributes  information 
upon  request  at  these  hearings? 

Mr.  Rhode.  We  have  a  very  specific  system  wherein  we  provide 
information  to  the  contractors.  It  is  a  formalized  system  that  goes 
from  the  U.S.  Secretariat  established  to  run  this  Canal  Alterna- 
tives Study  to  the  Panama  Canal  Commission,  and  then  we  make  a 
determination  whether  it  is  really  pertinent  to  the  Canal  Alterna- 
tive Study.  We  generally  provide  the  information,  but  we  don't  pro- 
vide reams  of  information  that  have  absolutely  nothing  to  do  with 
the  study  as  we  interpret  it. 

Mr.  Coble.  Mr.  Chairman,  my  unassigned  topic  answer  would  in- 
dicate this  sea  level  canal  probably  is  ain't  going  to  get  off  the 
ground.  I  would  like  to  know  how  much  money  is  being  expend- 
ed  

Mr.  Rhode.  The  cost  of  the  study  is  $20  million,  Mr.  Coble,  equal- 
ly paid  for  by  the  three  countries,  Panama,  the  United  States  and 
Japan,  about  $6.5  million  each. 

Mr.  Coble.  Well,  I  won't  plow  this  field  any  more  deeper  right 
now,  Mr.  Chairman,  but  sometime  maybe  we  can  get  our  heads  to- 
gether. I  would  like  to  have  some  more  information  at  least  if  we — 
if  it  is  not  going  to  get  off  the  ground,  let  us  at  least  save  the  more 
money  other  than  what  has  already  been  spent. 

Mr.  Rhode.  Mr.  Coble,  if  I  might  comment  on  that,  the  Panama 
Canal  Commission  is  not  the  primary  representative  of  the  United 
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States  in  this  study.  It  is  the  Department  of  State,  and  I  do  stay  in 
close  contact  with  the  individuals  responsible  for  it  in  the  Depart- 
ment. If  you  would  like,  I  would  be  happy  to  have  someone  come 
over  and  discuss  it  with  you. 

Mr.  Coble.  Mr.  Chairman,  with  your  permission,  I  would  like  to 
do  that.  Mike,  I  would  appreciate  that. 

Mr.  Rhode.  Yes,  sir. 

Mr.  Coble.  Mr.  Guardia,  let  me  ask  you  a  question  about  speak- 
ing of  money  that  may  well  be  wasted.  I  am  not  suggesting  that  it 
is,  but  I  want  to  hear  more  about  these  purchases  of  vehicles.  How 
many  vehicles  are  in  your  fleet? 

Mr.  Guardia.  We  have  a  fleet  of  850  vehicles. 

Mr.  Coble.  And  they  would  be  passenger  vehicles,  pickup  trucks, 
trucks  of  all  sorts? 

Mr.  Guardia.  Yes. 

Mr.  Coble.  Well,  now  do  you-all  purchase  new  vehicles  each 
year? 

Mr.  Guardia.  Each  year  we  replace  part  of  the  fleet,  as  some  of 
those  vehicles  become  uneconomical  to  operate.  There  are  GSA 
standards  which  we  follow.  There  are  some  cases  in  which  we  have 
to  get  authorization  to  change,  say,  in  a  specific  case  if  a  vehicle  is 
damaged  to  a  point  where  it  does  not  make  sense  investing  in  it 
anymore.  Normally,  we  just  follow  the  standards  established  by  the 
GSA  regulations. 

Mr.  Coble.  Yes,  I  realize  you  all  don't  make  those  calls;  someone 
else  does.  I  was  just  thinking  when  you  told  the  Chairman  that  you 
get  new  vehicles  every  year.  I  am  driving  an  automobile  that  is 
going  into  its  eleventh  year,  and  I  find  that  pretty  cost-effective. 
But  anyway,  I  will  argue  that  with  somebody  else  I  guess.  How 
many  major — this  can  be  vague  but  I  will  let  you-all  determine 
what  is  major.  How  many  major  vessel  accidents  have  occurred  in 
Canal  waters  this  fiscal  year? 

Mr.  Guardia.  Major  accidents  are  really  a  great  variable  in  the 
Canal.  We  don't  have  any  significant  number  of  major  accidents  in 
the  Panama  Canal  when  you  realize  that  over  a  thousand  ships 
transit  every  month  through  the  Panama  Canal.  That  is  over 
13,000  ships  a  year.  We  may  have  a  year  where  we  don't  have  any 
major  accidents,  and  we  may  have  a  year  in  which  we  have  a 
couple. 

Mr.  Coble.  And  what,  Mr.  Guardia,  would  be  the  extent  of  the 
financial  liability  in  these  cases? 

Mr.  Guardia.  We  are  self-insured  as  a  U.S.  Government  agency. 
So  we  actually  set  up  a  reserve  in  our  budget  every  year  to  handle 
claims  for  accidents  in  the  Canal.  There  is  a  historical  behavior  of 
those  reserves  which  has  showed  us  that  the  reserve  is  adequate  to 
handle  the  risk.  As  a  matter  of  fact,  when  I  was  just  assuming  this 
office  I  think  there  was  some  adjustment  made  to  those  reserves 
because  they  were  on  the  conservative  side,  and  in  order  to  reduce 
a  bit  our  costs,  an  adjustment  was  made  to  them.  But  they  are  re- 
served similar  to  how  you  would  pay  an  insurance  premium  to 
cover  that.  And  we  have  a  cash  reserve  in  the  U.S.  Treasury  to  ad- 
dress accidents  in  the  Panama  Canal. 

Mr.  Coble.  Finally,  Mr.  Guardia,  in  the  one  of  the  statements  it 
indicated  that  the  recent  drop  in  trade  through  the  Panama  Canal, 
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I  presume  that  changes  in  world  trade  patterns  may  contribute  to 
that.  How  about  elaborating  a  little  bit  as  to  why  you  think  there 
has  been  a  drop? 

Mr.  GuARDiA.  Yes,  actually  we  did  have  a  traffic  upsurge  because 
of  a  sort  of  an  artificial  situation  which  created  changes  in  trade 
routes,  and  that  was  the  Gulf  crisis.  There  were  some  changes  in 
trade  routes  because  of  it,  not  actually  diversion  to  the  Panama 
Canal  but  patterns  of  commerce  changed  because  of  it.  Items  that 
were  exported  from  Iran  began  to  be  exported  from  the  U.S.  be- 
cause it  became  economically  feasible  at  that  time.  Oil  from  Ven- 
ezuela began  to  flow  into  the  Far  East,  which  hadn't  ever  hap- 
pened before. 

And  the  U.S.  itself  began  to  import  more  oil  from  Ecuador,  for 
instance,  because  of  the  Gulf  crisis.  So  these  changes  in  trade  pat- 
terns created  an  upsurge  in  traffic.  In  1992  we  returned  to  normal- 
cy. This  was  reflected  in  a  drop  in  traffic  in  the  Panama  Canal.  It 
was  sort  of  a  process  of  normalization  from  that  artificial  upsurge 
in  traffic. 

In  1993  we  still  had  some  effect  of  that  normalization  in  the  first 
part  of  the  year.  We  had  a  slow  or  sluggish  traffic  situation.  But  we 
are  anticipating  that  it  will  pick  up  some.  However,  the  driver  of 
this  sluggishness  has  been  the  extension  of  the  recession  in  the 
U.S.  and  the  soft  economic  situation  in  Japan  that  has  lasted  a 
little  longer  than  we  had  anticipated. 

We  are  looking  now  at  the  beginning  of  an  economic  recovery 
that  will  tend  to  create  more  traffic  movement  in  the  Panama 
Canal.  That  is  why  we  envision  that  1993  will  end  up  just  very 
close  to  our  present  projections,  and  1994  will  be  a  brighter  year 
for  the  Panama  Canal. 

Mr.  Coble.  Thank  you,  gentlemen.  Thank  you,  Mr.  Chairman. 

Mr.  Tauzin.  Thank  you,  Mr.  Coble.  Mr.  Hastings  for  questions. 

Mr.  Hastings.  Thank  you,  Mr.  Chairman.  First  let  me  apologize 
to  the  presenters  for  not  being  here  during  your  remarks.  Mr. 
Chairman,  thank  you  for  letting  me  ask  any  question  at  all.  One  of 
the  joys  of  being  on  all  of  these  committees  in  Congress  is  you  do 
get  a  chance  from  time  to  time  to  meet  some  of  the  people  who  will 
ultimately  come  before  the  committee. 

And  Michael  Rhode  did  visit  with  me  personally,  and  I  not  only 
compliment  him  but  it  was  perhaps  the  most  enlightening  day  for 
me  in  terms  of  information  that  I  received  about  the  Panama 
Canal  as  a  complete  novice,  totally  naive,  never  having  seen  it,  I 
now  feel  as  if  I  know  at  least  a  little  bit  about  what  Mr.  Rhode 
knows.  I  hope  that  is  good.  I  certainly  appreciated  his  visit. 

Mr.  Guardia,  in  light  of  the  questions  that  the  Chair  and  the 
ranking  member  asked  about  the  Panama,  Japan  and  the  United 
States  alternative  study,  it  would  be  obvious  to  me  that  at  some 
point  beyond  1999  the  Canal  Zone's  infrastructure  is  as  is  all  infra- 
structure, likely  to  be  in  jeopardy  in  many  of  its  regards.  Are  you- 
all  building  in  now  the  components  that  will  be  necessary  fund- 
wise  to  handle  those  things  like  pipeline  and  other  things  that  are 
going  to  be  on  a  continuing  basis  or  can  the  world's  shipping  indus- 
try, for  lack  of  a  better  expression,  expect  substantial  increases  to 
offset  whatever  infrastructure  development  is  all  going  to  be  re- 
quired? 
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Mr.  GuARDiA.  Well,  let  me  address  that. 

Mr.  Hastings.  Redevelopment. 

Mr.  GuARDiA.  Yes.  World  traffic  patterns  are  continuously 
changing  due  to  developing  relationships  between  countries  and 
international  agreements  established  between  countries.  On  an- 
other level,  technology  brings  about  new  systems  that  have  an 
impact  on  world  trade.  This  is  the  case  with  the  intermodal  sys- 
tems in  the  U.S.  and  the  use  of  containers  for  handling  cargo,  as 
well  as  the  implementation  of  pipelines  in  different  areas  of  the 
world. 

So,  all  of  these  things  have  an  impact  on  traffic  and  on  develop- 
ment of  traffic  patterns  for  the  Panama  Canal. 

However,  having  said  that,  as  long  as  transportation  of  goods  is 
done  by  shipping,  the  Panama  Canal  is  going  to  be  an  important 
waterway  for  commerce.  These  new  developments  may  impact  in 
the  sense  that  the  Canal  is  not  a  monopoly;  it  is  not  alone  in  the 
market.  There  are  other  alternatives  in  the  market.  So  the  Canal 
will  be  competing  with  these  other  alternatives. 

A  good  example  is  container  traffic  patterns.  Container  inter- 
modal systems  in  the  U.S.  have  absorbed  a  tremendous  percentage 
of  the  growth  in  that  trade.  However,  even  though  this  is  a  fact,  it 
is  also  a  fact  that  the  Panama  Canal  has  been  increasing  in  its  con- 
tainer traffic.  There  is  a  niche  there  and  we  have  been  absorbing 
the  growth  in  that  niche. 

So,  intermodal  systems  are  not  something  that  has  made  the 
Canal  obsolete  to  move  containers  through  the  Panama  Canal. 
Now,  the  Canal  is  not  becoming  an  old  structure  and  is  not  becom- 
ing obsolete  because  we  are  constantly  maintaining  the  Canal.  Our 
maintenance  programs  include  renewing  many  structures,  such  as 
the  Canal's  miter  gates.  Paint  is  peeled  off  from  the  structure  and 
corrosion-resisting  layers  of  new  paint  are  applied.  In  effect,  we 
renew  that  gate.  We  also  replace  the  gate  seals  in  every  locks  over- 
haul project.  So  when  they  are  reinstalled,  they  are  almost  as  they 
were  when  they  were  originally  installed. 

Mr.  Hastings.  I  see. 

Mr.  GuARDiA.  So,  the  infrastructure  is  really  being  renewed  con- 
tinuously. 

Mr.  Hastings.  I  have  two  political  questions,  and  then  I  am 
through,  Mr.  Chairman,  and  I  am  not  asking  political  advice  nor 
am  I  offering  any.  I  had  the  pleasure,  and  I  say  that  advisedly  be- 
cause I  don't  know  the  politics  of  Panama,  but  very  recently  I  met 
an  opposition  candidate  who  is  running  for  President  and  Vice- 
President.  I  did  not  ask  him  any  questions,  I  merely  shook  his 
hand.  In  that  light  though,  it  causes  me  to  ask  you,  just  for  my  in- 
formation, how  much  discussion  is  ongoing  in  the  political  cam- 
paign in  Panama  with  reference  to  the  transition,  and  my  second 
question  is  one  that  impacts  America.  How  much  does  the  Commis- 
sion itself  contemplate  that  as  a  NAFTA  treaty  becomes  reality, 
that  it  would  impact  in  any  way  substantially  or  not  on  the 
Panama  Canal? 

Mr.  GuARDiA.  Regarding  your  political  question. 

Mr.  Hastings.  I  might  add  I  am  not  asking  for 

Mr.  GuARDiA.  I  think  there  is  a  consensus  in  Panama  that  the 
Canal  transition  process  should  be  isolated  from  the  political  cam- 
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paign.  Because  all  political  parties  are,  I  think,  today  conscious  of 
the  sensitivities,  there  is  a  need  to  adopt  the  right  legislation  for 
the  future  of  the  Panama  Canal  under  Panamanian  control.  So,  I 
don't  really  envision  a  problem  in  that  area. 

With  respect  to  NAFTA,  international  agreements  between  na- 
tions on  trade  could  create  changes  in  world  traffic  patterns.  Nor- 
mally, there  will  be  more  trade  between  countries  that  are  includ- 
ed in  those  agreements  and,  consequently,  more  trade  between 
countries  that  are  excluded  from  those  agreements.  However,  I 
think  that  we  could  safely  say  that  NAFTA,  if  extended  to  most 
Latin  American  countries,  could  bring  about  an  increase  in  Canal 
traffic,  as  it  will  increase  trade  between  Latin  American  countries 
and  the  U.S.  which  is  the  main  market. 

Mr.  Hastings.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 
Mr.  Tauzin.  Thank  you,  Mr.  Hastings.  Just  a  few  more,  Mr. 
Guardia.  With  reference  to  the  legislation  establishing  the  new 
Board  which  will  run  the  Canal  itself  and  handle  all  the  other 
property  in  transition,  when  is  that  legislation  likely  to  come 
before  the  Panamanian  Assembly? 

Mr.  Guardia.  It  is  hard  to  say  at  this  moment  when  the  legisla- 
tion would  be  going  into  the  Assembly,  because  the  Ad-Hoc  com- 
mittee divided  its  work  by  appointing  eight  subcommittees  to  ad- 
dress each  one  of  the  sensitive  areas  of  the  operation  of  the 
Panama  Canal.  And  these  subcommittees  right  now  are  in  the 
process  of  gaining  an  understanding  of  the  importance  of  these 
areas  of  Canal  operations  that  they  are  studying  and  will  actually 
make  recommendations. 

So,  we  are  now  very  active  in  the  process  of  studying  these 
issues.  And  these  are  mainly  the  issues  where  Panama  needs  to 
adopt  legislation  in  order  to  make  the  Panama  Canal  operation 
viable  after  the  year  2000.  These  are  areas  in  which  the  Canal 
Agency  today  operates  under  U.S.  legislation. 
Mr.  Tauzin.  Give  us  some  examples  of  those  issues. 
Mr.  Guardia.  One  of  those,  for  instance,  is  the  tolls  policy.  There 
is  a  mandate  by  Public  Law  96-70  to  break  even  that  sets  the 
whole  structure  of  tolls  policy  for  the  Panama  Canal  Commission 
today.  The  Republic  of  Panama  has  to  adopt  legislation  to  address 
tolls  in  the  future.  And  this  will  require  special  legislation  because 
it  doesn't  exist  today.  Panama  has  never  had  this  responsibility. 

Additional  legislation  dealing  with  labor  in  the  Canal  organiza- 
tion, monitoring  labor  relationships,  procurement  systems,  finan- 
cial management,  and  budget  approval  are  all  needed.  My  good 
friend  here,  Milton  Henriquez,  is  involved  in  this  process  in  the  As- 
sembly of  Panama.  There  is  no  legislation  existing  now.  December 
31,  1999,  sort  of  leaves  the  agency  without  a  floor  for  many  of  the 
procedures  and  processes  in  the  agency  today.  So  that  whole  body 
of  legislation  needs  to  be  created. 

And  these  subcommittees  are  studying  each  one  of  these  areas 
that  are  of  importance.  So,  when  they  come  up  with  recommenda- 
tions, they  will  be  going  first  for  a  consideration  to  the  executive 
branch  and  then  to  the  legislature. 

Mr.  Tauzin.  And  I  take  it  as  part  of  the  consideration  there  is 
discussion  of  what  the  structure  of  the  Board  is  going  to  look  like, 
how  it  will  be  composed  and  tenure  of  office  and  removal,  autono- 
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mous,  non-autonomous  issues  will  be  part  and  parcel  of  the  legisla- 
tion that  flows  from  this  ongoing  work? 

Mr.  GuARDiA.  These  are  exactly  the  types  of  things  that  they  are 
studying  now. 

Mr.  Tauzin.  And  there  is  no  time  table  that  you  can  describe  to 
us  other  than  that  is  has  commenced? 

Mr.  GuARDiA.  No,  but  there  is  an  urgency  and  a  process  that 
needs  to  fulfill  all  of  its  steps. 

Mr.  Tauzin.  One  final  thing.  A  few  years  ago,  we  discussed  dete- 
rioration of  the  watershed.  And  the  concerns  with  reference  to  en- 
vironmental damage  done  because  of  the  Canal.  Have  those  prob- 
lems been  solved,  been  ameliorated?  What  is  the  current  status  of 
those  concerns? 

Mr.  GuARDiA.  Yes,  most  of  these  problems  have  a  fairly  reasona- 
ble solution  in  the  sense  that  the  most  sensitive  area  in  the  Canal 
watershed  is  really  the  east  side  of  the  watershed.  This  is  the  high 
water  storage  area  which  is  contained  by  Madden  Dam  in  Madden 
Lake,  located  in  the  mountainous  area  of  the  Canal.  Deforestation 
there  is  very  critical  because  of  the  runoff  and  the  capacity  for 
sedimentation. 

The  efforts  of  the  respective  agencies  in  Panama  have  been  rea- 
sonably effective.  Deforestation  has  been  virtually  stopped,  and 
Panama's  rangers  cover  that  area.  There  has  been  participation  by 
an  organization  from  the  private  sector  of  Panama — an  organiza- 
tion for  nature  conservancy — and  they  have  been  very  active  in 
this  area.  There  is  also  some  participation  from  AID  that  has 
funded  some  of  these  efforts  to  stop  the  deforestation.  The  net  re- 
sults have  been  very  positive. 

The  western  shore  of  the  lake  is  flatter  ground.  There  has  been 
quite  a  bit  of  deforestation  there,  but  fortunately  the  effects  of  it 
on  erosion  and  sedimentation  in  the  lake  is  very  little.  The  Com- 
mission constantly  monitors  the  effects  of  these  conditions.  We 
have  a  skilled  group  of  Commission  employees  who  are  continuous- 
ly monitoring  and  making  Panamanian  authorities  aware  of  any- 
thing that  takes  place  there. 

Mr.  Tauzin.  Thank  you  very  much,  Mr.  Administrator.  And  Mr. 
Coble,  do  you  have  any  other  questions? 

Mr.  Coble.  No. 

Mr.  Tauzin.  Let  me  again  thank  you  on  behalf  of  the  entire  com- 
mittee and  this  forum.  Not  only  was  some  excellent  testimony  pre- 
sented today,  but  I  thank  you  for  the  extraordinary  cooperation 
and  the  good  relations  you  have  always  shown  this  committee  and 
for  the  good  work  you  do  on  behalf  of  the  Commission  for  our  two 
countries  and  for  the  good  of  the  Canal. 

And  Mr.  Rhode,  again,  the  compliments  that  were  extended  to 
you  are  extended  by  the  Chair  for  doing  exactly  that,  for  helping 
educate  the  new  members  of  the  committee  in  the  operation  of  the 
Canal.  In  furtherance  of  that  effort  we  are  planning  a  visit,  and 
hopefully  we  will  attract  some  of  the  new  members  to  come  and 
visit  not  only  the  Canal  Zone  but  the  government  of  Panama  and 
to  get  more  acquainted  with  the  government  and  the  legislature  so 
that  we  might  have  not  only  a  better  understanding  of  the  transi- 
tion but  improve  relations  between  our  two  peoples. 
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Let  me  again  thank  you,  Mr.  Guardia,  and  give  you  a  last  oppor- 
tunity. We  are  going  to  submit  some  written  questions  for  you  and 
would  appreciate  your  response. 

Mr.  Guardia.  Thank  you  very  much,  and  we  will  be  looking  for- 
ward to  your  visit  to  Panama  and  be  very  happy  to  receive  you 
there. 

Mr.  Tauzin.  Thank  you  very  much,  sir.  If  there  are  not  further 
questions  then,  the  hearing  stands  adjourned  with  our  thanks. 

[Whereupon,  at  11:58  a.m.,  the  subcommittee  was  adjourned;  and 
the  following  was  submitted  for  the  record:] 
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103d  congress 
1st  Session 


H.R.1522 


To  authorize  expenditures  for  fiscal  year  1994  for  the  operation  and 
maintenance  of  the  Panama  Canal,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

March  30,  1993 

Mr.  Tauzik  (for  himself,  Mr.  Studds,  Mr.  Fields  of  Texas,  and  Mr.  Coble) 
introduced  the  follo^^^ng  bill;  which  was  referred  to  the  Committee  on 
Merchant  Marine  and  Fisheries 


A  BILL 

To  authorize  expenditures  for  fiscal  year  1994  for  the  oper- 
ation and  maintenance  of  the  Panama  Canal,  and  for 
other  purposes. 

1  Be  it  enacted  by  tJie  Seriate  and  House  of  Representa- 

2  fives  of  the  JJyiited  States  of  America  in  CoJigress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Panama  Canal  Com- 

5  mission  Authorization  Act  for  Fiscal  Year  1 994". 

6  SEC.  2.  AUTHORIZATION  OF  EXPENDITURES. 

7  (a)  In  General. — The  Panama  Canal  Commission 

8  is  authorized  to  make  such  expenditures  within  the  limits 

9  of  funds  and  borrowing  authority  available  to  it  in  accord- 
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1  ance  \\ith  law  and  to  make  such  contracts  and  commit- 

2  ments  \\ithout  regard  to  fiscal  year  limitations,  as  may 

3  be  necessary  under  the  Panama  Canal  Act  of  1979  (22 

4  U.S.C.  3601  et  seq.)  for  the  operation,  maintenance,  and 

5  improvement  of  the  Panama  Canal  for  fiscal  year  1994. 

6  (b)    Limitations. — Expenditures   under   subsection 

7  (a)    for    administrative    expenses    shall    be    limited    to 

8  $51,742,000,  of  which  not  to  exceed — 

9  (1)  $11,000  may  be  expended  for  official  recep- 

10  tion   and   representation   expenses   of  the   Panama 

1 1  Canal  Commission  Board  of  Directors; 

1.2  (2)  $5,000  may  be  expended  for  official  recep- 

13  tion   and   representation    expenses    of  the   Panama 

14  Canal  Commission  Secretary;  and 

15  (3)  $30,000  may  be  expended  for  official  recep- 

16  tion   and   representation   expenses   of  the   Panama 

17  Canal  Administrator. 

18  (c)  Replacement  Vehicles. — ^Available  funds  may 

19  be  used,  under  the  authority  of  subsection  (a),  for  the  pur- 

20  chase  of  not  more  than  35  passenger  motor  vehicles  for 

21  replacement  only  (including  large  heavy-duty  vehicles  used 

22  to  transport  Commission  personnel  across  the  Isthmus  of 

23  Panama).  The  purchase  price  of  each  vehicle  purchased 

24  under  this  subsection  may  not  exceed  $18,000. 


•HR  1622  IH 
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3 

1  SEC.    3.    EXPENDITURES    IN    ACCORDANCE    WITH    OTHER 

2  LAWS. 

3  Expenditures  authorized  under  this  Act  may  be  made 

4  only  in  accordance  ^\^th  the  Panama  Canal  Treaties  of 

5  1977  and  any  law  of  the  United  States  implementing 

6  those  treaties. 

7  SEC.  4.  EFFECTIVE  DATE. 

8  This  Act  shall  take  effect  October  1,  1993. 


•HR  1522  IH 
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m.^.  Jt}o\xit  of  i^cpresentatibrs 

Committtf  on 

ffltrtbant  fflarint  anb  jFiStjerifB 

Room  1334.  longtoorth  feousf  ©fdtt  Builbing 

WaBtiington.  5BC  20515-6230 

March  29,  1993 


TO:     MEMBERS,  SUBCOMMITTEE  ON  COAST  GUARD  AND  NAVIGATION 

FROM:   SUBCOMMITTEE  STAFF 

RE:     PANAMA  CANAL  COMMISSION  FISCAL  YEAR  1994 

AUTHORIZATION  HEARING  SCHEDULED  FOR  MARCH  31,  1993. 

At  10:30  a.n.,  on  Wednesday,  March  31,  1993,  in  1334 
Longvorth  House  Office  Building,  the  Subcommittee  on  Coast 
Guard  and  Navigation  will  hold  a  hearing  on  the  Panama  Canal 
Commission's  Fiscal  Year  1994  budget  reguest  and  general 
oversight  of  Panama  Canal  operations. 

BACKGROUND 

The  Panama  Canal  Treaty  of  1977  provides  for  the 
transfer  of  title  and  all  operating  responsibilities  of  the 
Panama  Canal  to  the  Government  of  Panama  at  noon  on  December 
31,  1999. 

Public  Law  96-70,  the  Panama  Canal  Act  of  1979  (22 
U.S.C.  3601)  established  the  Panama  Canal  Commission.   The 
Panama  Canal  Commission  succeeded  the  Panama  Canal  Company 
as  the  U.S.  governing  body  responsible  for  operating  the 
Canal . 

One  of  the  many  objectives  of  the  Panama  Canal 
Commission  is  to  incorporate  Panamanian  nationals  into  daily 
operation  and  maintenance  of  the  Canal.   Currently,  89 
percent  of  the  Canal  work-force  are  Panamanian  citizens. 

THE  PANAMA  CANAL  COMMISSION 

The  Panama  Canal  Commission  is  an  agency  of  the  United 
States  Government  and  is  supervised  by  a  nine-member 
supervisory  board,  commonly  referred  to  as  the  Panama  Canal 
Commission  Board  of  Directors.   An  Administrator  and  a 
Deputy  Administrator  are  charged  with  the  day  to  day 
responsibility  of  Canal  operations.   The  Administrator, 
Deputy  Administrator,  and  Board  Members  are  appointed  by  the 
President  of  the  United  States  with  the  advice  and  consent 
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of  the  U.S.  Senate.   Five  board  members  are  United  States 
citizens.   Four  are  Panamanian  citizens  who  are  recommended 
for  appointment  by  the  Panamanian  Government.   The  U.S. 
Secretary  of  Defense  or  his  designee  is  a  Board  Member  and 
is,  as  provide  for  in  Federal  law,  the  official  Board 
representative  of  the  U.S.  President.   The  other  four  U.S. 
Board  Members  are  required  to  be  experienced  in  various 
aspects  of  the  maritime  and  related  industries. 

In  September  1990,  as  required  by  the  Panama  Canal 
Treaty,  a  Panamanian  national  was  appointed  Canal 
Administrator,  with  the  Deputy  Administrator  remaining  a 
U.S.  citizen. 


Members  of  the  Panama  Canal  Commission  Board  of  Directors: 

The  Honorable  John  W.  Shannon,  Acting  U.S.  Secretary  of 
the  Army  and  a  U.S.  Board  Member; 

The  Honorable  John  J.  Danilovich,  U.S.  Board  Member 
with  experience  in  the  shipping  industry; 

The  Honorable  Walter  J.  Shea,  U.S.  Board  Member  with 
experience  in  maritime  labor  relations; 

The  Honorable  William  Evans  Carl,  U.S.  Board  Member 
with  experience  in  U.S.  port  operations; 

The  Honorable  Robert  R.  McMillan,  U.S.  ad  hoc  Board 
Member ; 

The  Honorable  J.  J.  Vallarino,  Jr.  Panamanian  Board 
Member; 

The  Honorable  Alfredo  N.  Ramirez,  Panamanian  Board 
Member; 

The  Honorable  Cecilia  Alergre,  Panamanian  Board  Member; 
and 

The  Honorable  Luis  A.  Anderson,  Panamanian  Board 
Member. 

The  Panama  Canal  Commission  does  not  draw  from  U.S.  tax 
payer  funds  for  operation  of  the  Canal,  but  receives  funding 
to  cover  its  operating,  administrative,  and  capital 
improvement  expenses  from  tolls  and  others  revenues 
collected.   Revenues  are  deposited  into  the  Panama  Canal 
Revolving  Fund  of  the  U.S.  Treasury. 

Public  Law  101-203  converted  the  Panama  Canal 
Commission  from  an  appropr lated-f und  to  a  revolving-fund 
agency.   The  Commission  must  receive  an  annual  or 
semi-annual  authorization  to  spend  money  it  deposits  into 
the  Panama  Canal  Revolving  Fund.   The  Commission  must 
receive  an  annual  or  semi-annual  appropriation  for 
administrative  expenditures. 
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FISCAL  YEAR  1994  BUDGET  REQUEST 

Federal  law  requires  the  Panama  Canal  Commission  to 
operate  on  a  break-even  basis.   Tolls  must  be  calculated  to 
cover  expenses,  but  not  to  produce  a  profit.   If  the 
Commission  were  to  produce  a  profit  in  any  given  fiscal 
year,  the  money  would  be  turned  over  to  the  Government  of 
Panama,  as  required  by  the  Panama  Canal  Treaty.   Regardless 
of  whether  a  profit  is  generated,  the  Commission  is  required 
to  pay  an  annual  annuity  payment  based  on  traffic  figures  to 
the  Government  of  Panama  and  pay  for  certain  services 
provided  by  the  Government  of  Panama. 

The  Panama  Canal  Commission's  total  operating  costs 
including  depreciation  and  interest  payments  in  Fiscal  Year 
1994  are  estimated  at  $541.6  million.   This  amount  includes 
payments  to  Panama  totaling  $90.5  million,  comprising  net 
tonnage  payments  of  $70.5  million,  a  fixed  annuity  of  $10.0 
million,  and  payments  for  public  services  of  $10.0  million. 

The  Panama  Canal  Commission's  total  income  in  Fiscal 
Year  1994  is  estimated  at  $558.1  million,  consisting  of 
$417.0  million  in  tolls  revenue  and  $141.1  million  of  other 
revenues  derived  from  miscellaneous  services  provided 
transiting  vessels,  the  Republic  of  Panama,  other  U.S. 
Government  agencies  operating  in  Panama,  Commission 
employees,  and  others  eligible  for  services. 

Panama  Canal  Commission  Fiscal  Year  1994  projected  income 
and  expenditures: 

Revenues: 

Transit  operations  $514,521 

Supporting  services   43,059 

Other  general  expenses  (revenues)   .  .        504 

Total 558,084 

Less  contributions  for: 

Capital  expenditures  -14,500 

Working  capital   -2,000 

Total  operating  revenues  .  .  .    541 , 584 

Expenses: 

Transit  operations    367,225 

Supporting  services   79,545 

Administrative  expenses   51,742 

General  expenses 43  ,  072 

Total  operating  expenses  .  .  .    541, 584 
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CAPITAL  OUTLAY  PROGRAM 

The  Panama  Canal  Commission  obligations  for  new  capital 
projects  and  equipment  acquisitions  in  Fiscal  Year  1994  are 
projected  at  $38. 8  million.   Included  in  the  1994  program  is 
the  continuation  of  the  Gaillard  Cut  widening  project, 
procurement  of  a  replacement  craneboat,  procurement  of  a 
damming  device,  replacement  of  locks  power  feed  cables, 
replacement  of  miscellaneous  floating  equipment,  and 
replacement  and  improvements  to  transit  facilities. 

GAILLAHD  CUT  WIDENING  PROJECT 

The  Panama  Canal  Commission  maintains  an  average  vessel 
transit  time  of  less  than  24  hours.   However,  as  traffic 
increases  over  the  next  century  and  the  average  vessel  size 
increases,  the  inability  of  the  Canal  to  accommodate  two  way 
traffic  of  large  vessels  will  impact  Canal  productivity. 

The  Gaillard  Cut,  located  between  Gatun  Lake  and  the 
Pedro  Miguel  Locks  is  a  500  foot  wide  section  of  the  Canal 
which  restricts  wide  beam  vessels  to  one-way  traffic.   In 
1991,  the  Panama  Canal  Commission  proposed  widening  the 
Gaillard  Cut  to  630  feet  to  permit  wide-beam  vessels  to 
travel  north  and  south  bound  simultaneously.   The  project  is 
estimated  to  take  twenty  years  to  complete. 

The  Panama  Canal  Commission  has  budgeted  $9.6  million 
for  the  Gaillard  Cut  widening  project  in  Fiscal  Year  1994. 

CANAL  ALTERNATIVE  STUDY 

Article  twelve  of  the  Panama  Canal  Treaty  of  1977 
commits  the  U.S.  and  the  Government  of  Panama  to  studying 
the  feasibility  of  constructing  a  sea-level  canal  (the 
Panama  Canal  is  made  up  of  a  system  of  locks  and  is  not  a 
sea-level  canal)  or  a  third  set  of  locks  in  light  of  future 
maritime  needs. 

Panama,  Japan,  and  the  United  States  have  formed  the 
Commission  for  the  Study  of  Alternatives  to  the  Panama  Canal 
to  investigate  possible  alternatives  to  or  improvements  to 
the  Canal  that  will  increase  transportation  capacity  across 
the  Isthmus  of  Panama.   The  feasibility  study  will  consider 
factors  such  as  the  age  of  the  Canal's  infrastructure, 
increasing  ship  size,  and  current  Canal  capacity. 

Although  the  study  will  only  consider  alternatives 
possible  within  Panama,  consideration  is  not  being  limited 
to  waterway  transportation.   The  categories  of  improvement 
to  be  considered  include:   expanding  the  dimensions  of  the 
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Canal;  supplementing  the  Canal  with  a  pipeline,  rail,  and 
improved  highway  system;  overland  transportation  of  ships, 
and  construction  of  a  sea-level  canal. 

In  1991,  President  Dush  named  retired  General  Maxwell 
Thurman,  former  Embassador  to  Panama  William  Jorden,  and  Mr. 
William  Haines  as  the  U.S.  representatives  on  the 
alternative  study  commission. 

CANAL  OPERATIONS  STUDIES 

Public  Law  102-484  requires  the  U.S.  President  to 
develop  a  plan  setting  forth  recommendations  for  changes  to 
the  Panama  Canal  Commission  that  would  encourage  the 
government  of  Panama  to  operate  the  Panama  Canal  through  an 
autonomous  entity. 

Public  Law  102-484  also  requires  a  study  by  the  General 
Accounting  Office  analyzing  the  effectiveness  of  the  fiscal, 
operational,  and  management  structure  of  the  Panama  Canal 
Commission  and  setting  forth  recommendations  for  changes 
that  would  enable  the  Commission  to  operate  more  efficiently 
and  serve  as  model  for  the  Government  of  Panama  to  operate 
the  Canal  through  an  autonomous  entity. 

Both  studies  are  to  be  done  in  cooperation  with  the 
U.S.  Secretaries  of  State,  Defense,  Treasury,  Commerce  and 
Transportation  and  the  Panama  Canal  Commission.   Both 
studies  are  due  later  this  year. 

DISSOLUTION  OF  U.S.  CANAL  COMMISSION  IN  1999 

The  Panama  Canal  Treaty  requires  the  transfer  of  the 
Canal  to  the  Republic  of  Panama  on  December  31,  1999.   The 
Treaty  nor  the  Panama  Canal  Act  of  1979  considers  how  the 
U.S.  Government  will  manage  liabilities  existing  at  the  time 
of  the  transfer. 

Public  Law  102-484  established  the  Panama  Canal 
Dissolution  Fund.   Beginning  in  1994,  the  Panama  Canal 
Commission  will  deposit  into  this  fund  money  to  cover  the 
costs  of  operating  an  office  to  close  out  the  affairs  of  the 
Commission  that  are  still  pending  after  the  termination  of 
the  Panama  Canal  Treaty  of  1977.   Public  Law  102-484 
requires  a  study  by  the  Panama  Canal  Commission  estimating 
the  costs  associated  with  the  dissolution  of  the  Commission, 
including  the  costs  of  a  Dissolution  Office  and  costs  and 
.liabilities  incurred  or  administered  by  the  Commission  that 
will  not  be  paid  before  the  date  of  dissolution  of  the 
Commission. 
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THE  PANAMANIAN  INTEROCEANIC  REGIONAL  AUTHORITY 

The  Panama  Canal  Treaty  requires  the  gradual  transfer 
of  Canal  properties,  referred  to  as  reverted  properties,  to 
the  Government  of  Panama  to  culminate  in  the  complete 
transfer  of  the  Canal  on  December  31,  1999.   On  February  25, 
1993,  the  Panama  Legislative  Assembly  established  the  Panama 
Interoceanic  Region  Authority. 

The  Authority  will  develop  a  general  plan  for  the  use, 
conservation,  and  development  of  reverted  properties  and 
will  exercise  on  an  exclusive  basis  the  control, 
utilization,  and  administration  of  the  reverted  property 
according  to  the  general  plan.   The  Interoceanic  Region 
Authority  will  be  made  of  a  nine  member  board  of  directors 
and  an  administrator  general. 

The  Panama  Legislative  Assembly  incorporated  into  the 
legislation  establishing  the  Authority  specific  mandates 
that  members  of  the  board  of  directors  and  the  administrator 
general  have  no  direct  family  relations  to  Government  of 
Panama  officials. 

ISSUES 

-  Is  the  Panama  Canal  Commission  and  the  Republic  of  Panama 
prepared  for  the  transfer  of  the  Panama  Canal,  as  required 
by  the  Panama  Canal  Treaty  of  1977,  at  noon  on  December  31, 
1999? 

-  What  specific  changes  need  to  be  made  in  the  operation 
and/or  structure  of  the  Panama  Canal  Commission  which  will 
allow  for  the  most  appropriate  model  on-which  the  Government 
of  Panama  should  base  its  Canal  operating  authority? 

-  Are  the  Capital  Outlay  Programs  listed  in  the  Panama  Canal 
Commission  Fiscal  Year  1994  Budget  Request  the  best  use  of 
limited  Canal  revenues? 


Subcommittee  on  Coast  Guard  and  Navigation 

(Majority)  Elizabeth  Megginson/Rusty  Savoie  -  X5-3587 
(Minority)  Ed  Lee  -  X6-3492. 

Committee  on  Merchant  Marine  and  Fisheries 

(Majority)  Joan  Bondareff  -  X6-3500 
(Minority)  Dave  Whaley  -  X6-3540 


70-057  0-93-3 
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OPENING  STATEMENT 

OF  THE 

CHAIRMAN  OF  THE  BOARD 


INTRODUCTION 

MR.  CHAIRMAN,  MEMBERS  OF  THE  SUBCOMMITTEE,  I  AM  MICHAEL 
RHODE  JR.,  ASSISTANT  TO  THE  CHAIRMAN  AND  SECRETARY  OF  THE 
PANAMA  CANAL  COMMISSION.   I  AM  APPEARING  TODAY  IN  PLACE  OF 
THE  CHAIRMAN  OF  THE  BOARD  OF  DIRECTORS  OF  THE  PANAMA  CANAL 
COMMISSION  WHO  HAS  NOT  YET  BEEN  ELECTED  BY  THAT  BODY.   BOARD 
CHAIRMAN  MICHAEL  STONE,  WHO  WAS  ALSO  THE  SECRETARY  OF  THE 
ARMY,  RESIGNED  EFFECTIVE  JANUARY  20,  1993.    I  AM  PLEASED  TO 
REPORT  THAT  JOHN  W.  SHANNON,  ACTING  SECRETARY  OF  THE  ARMY, 
IS  NOW  THE  SECRETARY  OF  DEFENSE'S  REPRESENTATIVE  ON  THE 
BOARD  OF  DIRECTORS,  AND  HE  WILL  BE  ATTENDING  HIS  FIRST  BOARD 
MEETING  NEXT  WEEK  IN  PANAMA. 

BEFORE  REPORTING  ON  THE  MORE  SIGNIFICANT  DEVELOPMENTS 
AND  ACCOMPLISHMENTS  PERTAINING  TO  THE  PANAMA  CANAL 
ENTERPRISE,  I  WOULD  LIKE  TO  EXTEND  A  VERY  WARM  WELCOME  TO 
THE  CHAIRMAN  OF  THIS  SUBCOMMITTEE,  AND  ESPECIALLY  TO  THE  NEW 
RANKING  MEMBER,  CONGRESSMAN  HOWARD  COBLE  OF  NORTH  CAROLINA 
AND  ALL  OF  THE  NEW  MEMBERS  OF  THIS  SUBCOMMITTEE.   WE  LOOK 
FORWARD  TO  WORKING  WITH  YOU  AND  YOUR  STAFFS  AND  ENJOYING  A 
GOOD  AND  PRODUCTIVE  RELATIONSHIP  WITH  THE  LEADERSHIP  AND  ALL 
OF  THE  MEMBERS  OF  THIS  PANEL. 

TRANSITION  ISSUES 

DURING  THE  YEAR,  SIGNIFICANT  PROGRESS  WAS  MADE  BY  THE 
COMMISSION  IN  PREPARING  FOR  THE  ORDERLY  AND  EFFICIENT 
TRANSFER  OF  THE  CANAL  TO  PANAMANIAN  CONTROL  IN  DECEMBER  OF 
1999.   SPECIFICALLY,  MUCH  WAS  ACCOMPLISHED  IN  THE  AREAS  OF 
THE  TRANSITION  TO  A  PANAMANIAN  WORK  FORCE,  CANAL 
MODERNIZATION,  AND  THE  BEGINNING  OF  A  SERIOUS  AND  METHODICAL 
EXAMINATION  OF  POTENTIAL  CHANGES  IN  THE  GOVERNANCE  AND 
OPERATION  OF  THE  COMMISSION. 

FIRST,  THE  COMMISSION  HAS  CONTINUED  AT  A  STRONG  PACE 
ITS  TRANSITION  TO  A  PANAMANIAN  WORK  FORCE,  A  REQUIREMENT  OF 
THE  CANAL  TREATY.   THE  COMMISSION  BEGAN  THIS  EFFORT  SHORTLY 
AFTER  THE  TREATY  ENTERED  INTO  FORCE  IN  OCTOBER,  1979.   AT 
THAT  POINT,  ONLY  69%  OF  THE  WORK  FORCE  WAS  PANAMANIAN,  MOST 
OF  WHOM  WERE  IN  LOWER  GRADES  OF  EMPLOYMENT.   WE  NOW  HAVE  AN 
88%  PANAMANIAN  WORK  FORCE  AND  PANAMANIANS  ARE  ENJOYING 
STEADILY  INCREASING  REPRESENTATION  IN  SENIOR  MANAGEMENT. 
HERE,  IN  1993,  PANAMANIANS  ARE  ALREADY  PLAYING  A  REAL  AND 
SIGNIFICANT  ROLE  IN  THE  MANAGEMENT  OF  THE  CANAL  AND  IN 
MAKING  DECISIONS  WHICH  WILL  SHAPE  ITS  FUTURE. 

WE  ARE  PROUD  OF  THESE  HARD  NUMERICAL  RESULTS,  BUT  OUR 
FOCUS  IS  NOT  MERELY  ON  MEETING  A  STATISTICAL  MANDATE.   WE 
CONTINUE  TO  TAKE  GREAT  PAINS  TO  ENSURE  THAT  PANAMANIANS  ARE 
BEING  TRAINED  IN  CERTAIN  CRAFT,  TECHNICAL  AND  HEAVY 
INDUSTRIAL  SKILLS  THAT  OTHERWISE  WOULD  NOT  BE  AVAILABLE  IN 
THE  PANAMANIAN  LABOR  MARKET.   WE  CONTINUE  TO  TAKE  SIMILAR 
STEPS  TO  INCREASE  PANAMANIAN  PARTICIPATION  IN  PILOT  TRAINING 
PROGRAMS,  SO  THAT  PANAMA  CAN  DRAW  ON  ITS  CITIZENS  FOR  THESE 
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HIGHLY  SKILLED  PROFESSIONALS.   ALL  OF  THESE  EFFORTS  ARE 
AIMED  AT  TRANSFERRING  THE  CANAL  IN  LATE  1999  WITH  A 
VIRTUALLY  100%  PANAMANIAN  WORK  FORCE  TO  SUPPORT  IT. 

SECOND,  WE  ARE  PROCEEDING  WITH  MAJOR  IMPROVEMENTS  TO 
THE  CANAL  TO  MAKE  IT  ATTRACTIVE  AND  ECONOMICAL  TO  WORLD 
SHIPPING  WELL  INTO  THE  NEXT  CENTURY.   WE  REPORTED  TO  THIS 
SUBCOMMITTEE  LAST  YEAR  ON  THE  BOARD'S  DECISION  TO  WIDEN  THE 
SEGMENT  OF  THE  CANAL  KNOWN  AS  THE  GAILLARD  CUT.   THIS 
PROJECT  WILL  ALLOW  THE  GAILLARD  CUT  TO  ACCOMMODATE  TWO-WAY 
PASSAGE  OF  LARGER  VESSELS. 

THE  ADMINISTRATOR  WILL  REPORT  IN  DETAIL  ON  THE  PROGRESS 
THE  COMMISSION  IS  MAKING  REGARDING  THIS  TASK.   I  WOULD  LIKE 
TO  ADDRESS  JUST  ONE  ASPECT  OF  THIS  PROJECT,  AND  THAT  IS  THE 
FACT  THAT  IT  IS  A  TWENTY  YEAR  EFFORT  THAT  WILL  BE  COMPLETED 
WELL  AFTER  PANAMANIAN  ASSUMPTION  OF  THE  CANAL.   I  BELIEVE 
THIS  IS  A  SIGNIFICANT  AND  CONCRETE  ILLUSTRATION  OF  THE 
DETERMINATION  AND  FORESIGHT  OF  BOTH  THE  UNITED  STATES  AND 
PANAMANIAN  GOVERNMENTS  TO  KEEP  THE  CANAL  CONSISTENTLY  IN 
STEP  WITH  THE  COMMERCIAL  DEMANDS  OF  WORLD  SHIPPING  WELL  INTO 
THE  21ST  CENTURY,  AND  OF  COURSE  WELL  AFTER  UNITED  STATES 
STEWARDSHIP  OF  THE  CANAL  HAS  ENDED. 

THIRD,  THE  COMMISSION  HAS  SEEN  TO  THE  COMMENCEMENT  OF 
A  VERY  IMPORTANT  STUDY  MANDATED  BY  OUR  1993  AUTHORIZATION 
ACT.   THE  GOAL  OF  THIS  STUDY  IS  TO  SET  FORTH  RECOMMENDATIONS 
FOR  ANY  CHANGES  TO  THE  PANAMA  CANAL  COMMISSION  IN  THE 
TRANSITION  PERIOD  WHICH  WOULD  FACILITATE  AND  ENCOURAGE  THE 
OPERATION  OF  THE  CANAL  UNDER  AN  AUTONOMOUS  ENTITY  UNDER  THE 
GOVERNMENT  OF  PANAMA.   IN  OTHER  WORDS,  THE  STUDY  WILL  AIM  TO 
GIVE  RECOMMENDATIONS  FOR  CHANGES  WE  CAN  MAKE  TO  GIVE  THE 
REPUBLIC  OF  PANAMA  THE  BEST  POSSIBLE  ROLE  MODEL  TO  FOLLOW 
FOR  OPERATING  THE  CANAL  WITH  THE  HIGH  QUALITY,  EFFICIENCY, 
RELIABILITY  AND  STABILITY  THE  SHIPPING  COMMUNITY  HAS  COME  TO 
EXPECT. 

THE  STUDY  INCLUDES  PARTICIPATION  BY  THE  DEPARTMENTS  OF 
STATE,  DEFENSE,  TREASURY,  COMMERCE,  AND  TRANSPORTATION  AS 
WELL  AS  THE  PANAMA  CANAL  COMMISSION.   IT  IS  TO  BE  SUBMITTED 
TO  THE  CONGRESS  BY  THE  PRESIDENT  BY  OCTOBER  23,  1993. 

THE  ARTHUR  ANDERSEN  FIRM  WAS  SELECTED  BY  THE  CANAL'S 
EXECUTIVE  MANAGEMENT  AS  THE  CONTRACTOR  FOR  THIS  PROJECT. 
THE  COMMISSION  BOARD  OF  DIRECTORS  SELECTED  THE  FIRM  OF  WEIL, 
GOTSHAL  AND  MANGES  TO  SERVE  AS  AN  ADVISOR  TO  THE  BOARD 
REGARDING  THE  SUBJECTS  COVERED  BY  THE  STUDY. 

IN  PERFORMING  THIS  STUDY,  THE  ARTHUR  ANDERSEN  FIRM  HAS 
BEGUN  TO  IDENTIFY,  STUDY  AND  EVALUATE  POSSIBLE  ALTERNATIVES 
FOR  THE  PANAMA  CANAL  COMMISSION  IN  THE  FORM  OF  AGENCY 
GOVERNANCE  STRUCTURES  THAT  CAN  LEAD  TO  ITS  OPERATION  AS  A 
MORE  AUTONOMOUS,  APOLITICAL,  SERVICE-ORIENTED  TRANSPORTATION 
ENTITY.   IT  HAS  ALSO  BEGUN  TO  STUDY  FINANCIAL  MANAGEMENT 
ALTERNATIVES  WITH  THE  AIM  OF  MAKING  THE  COMMISSION  MORE 
FLEXIBLE,  EFFICIENT  AND  FINANCIALLY  INDEPENDENT.   THE  ARTHUR 
ANDERSEN  FIRM  IS  DUE  TO  PRESENT  ITS  FINAL  REPORT  AT  THE  JULY 
MEETING  OF  THE  BOARD  OF  DIRECTORS. 
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I  SHOULD  ALSO  ADD  ONE  OTHER  ITEM  OF  PROGRESS  IN  OUR 
TRANSITION  EFFORT.   THE  PROVISION  OF  HEALTH  CARE  SERVICES 
FOR  CERTAIN  FORMER  EMPLOYEES,  WHOSE  HEALTH  CARE  IS  THE 
RESPONSIBILITY  OF  THE  COMMISSION,  WERE  CONTRACTED  OUT  TO  A 
PRIVATE  PANAMANIAN  HOSPITAL.   PREVIOUSLY,  THESE  SERVICES 
WERE  PROVIDED  BY  THE  DEPARTMENT  OF  DEFENSE  HEALTH  FACILITIES 
LOCATED  IN  PANAMA.   THIS  CHANGE  WILL  GREATLY  FACILITATE  THE 
CONTINUED  PROVISION  OF  THIS  CARE  WITHOUT  INTERRUPTIONS  DUE 
TO  THE  PHASE  OUT  OF  THE  DEPARTMENT  OF  DEFENSE  MEDICAL 
FACILITIES  IN  PANAMA  AS  REQUIRED  BY  THE  TREATIES. 

OPERATING  ENVIRONMENT 

THE  COMMISSION  HAS  A  UNIQUE  MISSION  AS  A  GOVERNMENT 
AGENCY,  PARTLY  BECAUSE  IT  IS  NOT  THE  SOLE  PROVIDER  OF  THE 
SERVICES  IT  OFFERS.   IT  OPERATES  IN  A  FREE,  OPEN  AND 
INTENSELY  COMPETITIVE  ENVIRONMENT.   ITS  SERVICES  MUST  BE 
ATTRACTIVE  TO  CUSTOMERS  WHO  HAVE  SEVERAL  ALTERNATIVE  ROUTES 
OR  MEANS  OF  TRANSPORTING  THEIR  GOODS.   ONLY  BY  PROVIDING 
SUPERIOR  AND  RELIABLE  SERVICE  AT  LOW  COST  CAN  THE  CANAL 
RETAIN  EITHER  THE  LONG  TERM  LOYALTY  OR  THE  BUSINESS  OF  ITS 
CUSTOMERS.   THE  CANAL'S  OPERATING  ENVIRONMENT  IS  NOT  STATIC. 
IT  CHANGES  CONTINUOUSLY,  DRIVEN  BY  EVOLVING  WORLD  TRADE 
PATTERNS,  THE  UPS  AND  DOWNS  OF  THE  BUSINESS  CYCLE,  AND 
DEVELOPING  TECHNOLOGIES  SUCH  AS  CONTAINERIZATION  AND 
INTERMODAL  TRANSPORT  SYSTEMS. 

THE  COMMISSION  HAS  A  LONG  HISTORY  OF  ADAPTING  AND 
RESPONDING  TO  THESE  CHANGES  WHILE  PERFORMING  ITS  MISSION  OF 
PROVIDING  SAFE  AND  EFFICIENT  SERVICE  TO  THE  WORLD  SHIPPING 
COMMUNITY.   THE  PAST  YEAR  WAS  NO  EXCEPTION.   THE  COMMISSION 
HAD  TO  ADJUST  ITS  WORK  FORCE  AND  RESOURCE  ALLOCATIONS  TO 
PROVIDE  SAFE  AND  EFFICIENT  SERVICE  TO  A  LEVEL  OF  TRAFFIC 
LOWER  THAN  THAT  EXPERIENCED  IN  THE  PREVIOUS  YEARS,  WHILE 
MEETING  ITS  TREATY  OBLIGATIONS  TO  TRAIN  AND  DEVELOP  A 
QUALIFIED  PANAMANIAN  WORK  FORCE  TO  ADMINISTER  AND  OPERATE 
THE  CANAL  AFTER  1999.   I  AM  PLEASED  TO  REPORT  THAT,  AS  IN 
THE  PAST,  THE  COMMISSION'S  MANAGEMENT  AND  ITS  EMPLOYEES  HAVE 
MET  THESE  CHALLENGES  WHILE  PROVIDING  A  HIGH  QUALITY  OF 
SERVICE  TO  WORLD  SHIPPING. 

THROUGHOUT  THE  PAST  YEAR,  THE  COMMISSION  AND  THE 
GOVERNMENT  OF  PANAMA  HAVE  WORKED  TOGETHER  IN  A  SPIRIT  OF 
MUTUAL  COOPERATION  TO  ADDRESS  MANY  OF  THE  NEEDS  AND  CONCERNS 
OF  THE  CANAL  OPERATION,  SUCH  AS  THE  PROVISION  OF  POLICE 
SERVICES  AND  THE  MAINTENANCE  OF  STREETS  AND  ROADS  IN  THE 
CANAL  OPERATING  AND  HOUSING  AREAS. 

BOARD  ACTIVITIES 

DURING  THE  COURSE  OF  THE  YEAR,  THE  BOARD  OF  DIRECTORS 
ADDRESSED  A  VARIETY  OF  ISSUES;  ALL  OF  THE  MEETINGS  WERE 
EXTREMELY  PRODUCTIVE  AND  CONDUCTED  IN  A  BUSINESS-LIKE 
MANNER.   A  STUDY  PLAN  WAS  DEVELOPED  TO  IMPLEMENT  THE  STUDY 
OF  POSSIBLE  CHANGES  TO  THE  CANAL  COMMISSION  DISCUSSED  ABOVE 
AND  BOARD  MEMBERS  HAVE  BEEN  VERY  INVOLVED  IN  THIS  STUDY. 
THE  BOARD  ALSO  EVALUATED,  AND  IS  CONTINUING  TO  MONITOR 
CLOSELY,  THE  PROGRESS  OF  THE  GAILLARD  CUT  WIDENING  PROJECT 
DISCUSSED  ABOVE. 
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ADDITIONALLY,  THE  COMMITTEES  OF  THE  BOARD  HAVE  BEEN 
DILIGENT  IN  CARRYING  OUT  THEIR  RESPONSIBILITIES  RELATIVE  TO 
PERSONNEL  AND  SECURITY,  OPERATIONS  AND,  OF  COURSE,  BUDGET 
AND  FINANCE.   I  MUST  SAY,  MR.  CHAIRMAN,  THAT  THIS  COMMITTEE 
STRUCTURE  CONTINUES  TO  WORK  WELL  WITH  TWO  PANAMANIAN  MEMBERS 
AND  TWO  U.S.  MEMBERS  ON  EACH  OF  THE  COMMITTEES.   THESE 
COMMITTEES  HAVE  BEEN  A  POSITIVE  FORCE  FOR  BOTH  THE  BOARD  AND 
MANAGEMENT. 

BUDGET  PROGRAMS 

FY  1992  WAS  A  CHALLENGING  YEAR  FOR  THE  COMMISSION.   A 
DECLINE  IN  TOLL  REVENUES  ATTRIBUTABLE  PRIMARILY  TO  A  RETURN 
TO  NORMAL  WORLD  TRADE  PATTERNS  FOLLOWING  THE  END  OF 
HOSTILITIES  IN  THE  PERSIAN  GULF,  COMBINED  WITH  INFLATIONARY 
PRESSURES  ON  OPERATING  COSTS,  REDUCED  THE  RESOURCES 
AVAILABLE  TO  THE  COMMISSION  FOR  PROVIDING  SAFE  AND  EFFICIENT 
TRANSIT  SERVICE  TO  OUR  CUSTOMERS.   THE  COMMISSION  HELD  ITS 
COSTS  WELL  BELOW  THE  RATE  OF  INFLATION,  WHILE  CONTINUING  TO 
PROVIDE  A  HIGH  QUALITY  OF  SERVICE  TO  ITS  CUSTOMERS.   THE 
DECLINE  IN  TOLL  REVENUES  DID  HOWEVER,  RESULT  IN  UNRECOVERED  . 
COSTS  OF  APPROXIMATELY  $  4  MILLION  FOR  THE  YEAR.   AS  THE 
ADMINISTRATOR  WILL  EXPLAIN,  THE  LOSS  WAS  CARRIED  FORWARD  AND 
WILL  BE  RECOVERED  IN  FY  1993. 

DURING  THE  CURRENT  FISCAL  YEAR,  EVEN  THOUGH  THE  LOWER 
TRAFFIC  LEVELS  EXPERIENCED  IN  1992  HAVE  CONTINUED  INTO  THE 
EARLY  PART  OF  1993,  WE  DO  PROJECT  A  VERY  MODEST  INCREASE  IN 
CANAL  TRAFFIC  LATER  IN  THE  YEAR  AS  THE  U.S.  ECONOMY 
IMPROVES.   THE  YEAR  AS  A  WHOLE,  HOWEVER,  IS  EXPECTED  TO  SHOW 
LITTLE  OR  NO  GROWTH  OVER  THE  PRIOR  YEAR. 

WITH  REGARDS  TO  FY  1994,  TOLLS  ARE  PROJECTED  TO  GROW  AT 
A  RELATIVELY  MODEST  PACE.   UPWARD  INFLATIONARY  PRESSURE  ON 
COSTS  IS  ALSO  EXPECTED  TO  BE  SMALL  DUE  TO  AN  ANTICIPATED  LOW 
INFLATION  RATE. 

MR.  CHAIRMAN,  WHILE  MR.  GUARDIA  WILL  ADDRESS  IN 
DETAIL  THE  COMMISSION'S  BUDGET  FOR  FISCAL  YEAR  1994,  I  WANT 
TO  AFFIRM  THAT  THE  PROGRAMS  FOR  THAT  YEAR  ARE  ESSENTIAL  AND 
ARE  IN  ACCORD  WITH  THOSE  OF  THE  PRESIDENT. 

RECOGNITION  OF  CANAL  EMPLOYEES 

AT  THIS  TIME,  I  WOULD  LIKE  TO  EXPRESS,  ON  BEHALF  OF  THE 
BOARD  OF  DIRECTORS,  ITS  GRATITUDE  FOR  THE  LOYALTY  AND 
COMMITMENT  OF  ALL  PANAMA  CANAL  COMMISSION  EMPLOYEES.   THEIR 
DEDICATION  HAS  RESULTED  IN  ANOTHER  YEAR  OF  SAFE  AND 
EFFICIENT  SERVICE  TO  THE  INTERNATIONAL  SHIPPING  COMMUNITY. 
IT  IS  THEIR  DEDICATION  TO  PROVIDING  SAFE  AND  EFFICIENT 
SERVICE  THAT  MAKES  THE  CANAL  ENTERPRISE  A  MODEL  OF 
EFFICIENCY  FOR  THE  WORLD  SHIPPING  COMMUNITY.   THE  DEDICATION 
AND  PROFESSIONALISM  OF  THE  CANAL'S  EMPLOYEES  IS  DEMONSTRATED 
IN  EVERY  ASPECT  OF  THE  CANAL'S  OPERATIONS  AND  IS  READILY 
APPARENT  TO  EACH  AND  EVERY  VESSEL  THAT  TRANSITS  THE 
WATERWAY. 
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CONCLUSION 

MR.  CHAIRMAN,  THIS  CONCLUDES  MY  PREPARED  REMARKS    I 
WOULD  LIKE  TO  RECOMMEND  THAT  MR.  GUARDIA  PRESENT  HIS 
STATEMENT  AND  THEN  WE  WILL  BOTH  BE  AVAILABLE  TO  ANSWER  ANY 
QUESTIONS.   THANK  YOU. 
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OPENING  STATEMENT 

OF 

MR.  GILBERTO  GUARDIA 


INTRODUCTION 

MR.  CHAIRMAN,  MEMBERS  OF  THE  SUBCOMMITTEE,  I  AM 
GILBERTO  GUARDIA,  ADMINISTRATOR  OF  THE  PANAMA  CANAL 
COMMISSION.  I  AM  PLEASED  TO  APPEAR  BEFORE  YOU  TODAY  TO 
PRESENT  THE  FISCAL  YEAR  1994  BUDGET  PROGRAMS  OF  THE  PANAMA 
CANAL  COMMISSION,  THE  UNITED  STATES  AGENCY  RESPONSIBLE  FOR  THE 
MANAGEMENT  AND  OPERATION  OF  THE  PANAMA  CANAL. 

I  WOULD  LIKE  TO  TAKE  THIS  OPPORTUNITY  TO  EXPRESS  MY 
SINCERE  APPRECIATION  TO  THE  SUBCOMMITTEE  AND  EACH  OF  ITS 
MEMBERS  FOR  THE  SUPPORT  AND  ASSISTANCE  THAT  THEY  HAVE  PROVIDED 
THE  PANAMA  CANAL  COMMISSION  DURING  THE  RECENT  YEARS.  AND,  MR. 
CHAIRMAN,  I  LOOK  FORWARD  TO  A  CONTINUATION  OF  THIS  HARMONIOUS 
AND  PRODUCTIVE  RELATIONSHIP  IN  THE  FUTURE  UNDER  YOUR 
LEADERSHIP. 

OVERVIEW  FISCAL  YEAR  1992 

FISCAL  YEAR  1992  WAS  A  SOMEWHAT  MORE  DIFFICULT  YEAR  FOR 
THE  PANAMA  CANAL  COMMISSION  THAN  ANTICIPATED  IN  MY  TESTIMONY 
TO  THIS  COMMITTEE  LAST  YEAR.  CANAL  TRAFFIC  LEVELS  IN  1992 
DECLINED  SLIGHTLY  AS  WORLD  TRADE  RETURNED  TO  MORE  NORMAL 
PATTERNS  FOLLOWING  THE  END  OF  THE  PERSIAN  GULF  WAR. 
ADDITIONALLY,  THE  PROLONGED  RECESSION  IN  THE  U.S.  AND  JAPAN 
HAD  A  NEGATIVE  IMPACT  ON  OUR  TRAFFIC  LEVELS.  AS  A  RESULT,  A 
NUMBER  OF  CANAL  CARGOES  EXPERIENCED  DECLINES  INCLUDING 
MANUFACTURES  OF  IRON  AND  STEEL,  PHOSPHATES,  ORES  AND  METALS, 
REFRIGERATED  PRODUCTS,  AUTOMOBILES,  CHEMICALS  AND 
PETROCHEMICALS,  MINERALS,  AND  GRAINS.  THESE  LOSSES  WERE  ONLY 
PARTIALLY  OFFSET  BY  GAINS  IN  PETROLEUM  PRODUCTS,  LUMBER,  COAL, 
AND  CONTAINERIZED  CARGO. 

THE  DOWNTURN  IN  CARGO  SHIPMENTS  DROVE  A  REDUCTION  IN 
OCEANGOING  TRANSITS  FROM  12,763  IN  FISCAL  YEAR  1991  TO  12,636 
FOR  1992,  AND  SHIP  TONNAGE  MEASURED  IN  PANAMA  CANAL  NET  TONS 
DECLINED  FROM  193  MILLION  TONS  TO  190  MILLION  TONS.  THIS  DROP 
IN  TRAFFIC  LEVELS  RESULTED  IN  TOLLS  REVENUE  OF  $369  MILLION. 
SOME  $6  MILLION  BELOW  THE  $375  MILLION  PRODUCED  IN  1991. 
TOTAL  OPERATING  REVENUES  (BEFORE  DEDUCTIONS  FOR  CAPITAL 
CONTRIBUTIONS)  WERE  $507  MILLION  VERSUS  $512  MILLION  IN  1991. 

IN  RESPONSE  TO  THE  DECLINE  IN  TOLLS  REVENUES,  THE 
COMMISSION  HELD  OPERATING  COSTS  TO  $509  MILLION,  AN  INCREASE 
OF  ABOUT  1  PERCENT  OVER  THE  $503  MILLION  INCURRED  IN  FISCAL 
YEAR  1991.  THE  1  PERCENT  INCREASE  WAS  WELL  BELOW  THE  EFFECT 
OF  INFLATION  ON  PAYROLL  AND  OTHER  COSTS  EXPERIENCED  BY  THE 
COMMISSION  DURING  THE  YEAR. 

THE  INFLATIONARY  INCREASE  IN  COSTS  IN  FISCAL  YEAR  1992 
WAS  PARTIALLY  OFFSET  BY  THE  MANAGEMENT  ACTIONS  TAKEN  IN  1991. 
IN  1991,  THE  COMMISSION  ACCELERATED  CERTAIN  MAINTENANCE 
PROGRAMS  AND  OTHER  PROJECTS,  TO  TAKE  ADVANTAGE  OF  THE 
TEMPORARY  SURGE  IN  REVENUES  RESULTING  FROM  THE  CONFLICT  IN  THE 
PERSIAN  GULF.  THESE  MANAGEMENT  ACTIONS  MITIGATED,  TO  A 
CONSIDERABLE  DEGREE,  THE  COST  PRESSURES  EXPERIENCED  BY  THE 
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COMMISSION  IN  FISCAL  YEAR  1992.  NEVERTHELESS,  DESPITE  HOLDING 
THE  INCREASE  IN  OPERATING  EXPENSES  WELL  BELOW  THE  RATE  OF 
INFLATION,  THE  COMMISSION  INCURRED  APPROXIMATELY  $4  MILLION 
MORE  IN  COSTS  THAN  IT  EARNED  IN  REVENUES  DURING  THE  YEAR.  THE 
LOSS  FOR  FISCAL  YEAR  1992  IS  CARRIED  FORWARD,  AS  REQUIRED  BY 
PUBLIC  LAW  96-70,  AND  SHOULD  BE  RECOVERED  IN  FISCAL  YEAR  1993. 

FISCAL  YEAR  1993 

AS  I  TESTIFIED  LAST  YEAR  BEFORE  THIS  COMMITTEE,  THE 
COMMISSION  WAS  ANTICIPATING  A  SUBSTANTIAL  OPERATING  LOSS  FOR 
FISCAL  YEAR  1993.  THE  COMMISSION  FORECASTS  SHOWED  THAT  THE 
MINIMAL  GROWTH  IN  TRAFFIC  AND  TOLL  REVENUES  WOULD  BE 
INADEQUATE  TO  OFFSET  THE  INFLATIONARY  INCREASE  IN  OPERATING 
COSTS  AND  TO  PROVIDE  THE  ADDITIONAL  FUNDS  NEEDED  TO  FINANCE 
THE  AGENCY'S  CAPITAL  IMPROVEMENT  PROGRAM.  IN  VIEW  OF  THE 
TIGHT  CONSTRAINTS  ON  OPERATING  EXPENSES  IN  PRIOR  YEARS, 
ADDITIONAL  REDUCTIONS  IN  OPERATING  COSTS  COULD  NOT  BE 
ACCOMMODATED  WITHOUT  A  SERIOUS  DETERIORATION  IN  SERVICE  TO  OUR 
CUSTOMERS. 

THE  COMMISSION  PROJECTED  A  TOTAL  REVENUE  DEFICIENCY 'FOR 
FISCAL  YEAR  1993  OF  $37.6  MILLION.  THIS  DEFICIENCY  INCLUDED 
(1)  AN  $18  MILLION  OPERATING  LOSS  PROJECTED  FOR  1993;  (2)  THE 
$4  MILLION  OPERATING  LOSS  FOR  FISCAL  YEAR  1992  REQUIRED  TO  BE 
RECOVERED  IN  1993;  AND  (3)  THE  FINANCING  REQUIREMENT  OF  $15 
MILLION  FOR  THE  1993  CAPITAL  IMPROVEMENT  PROGRAM  AND  WORKING 
CAPITAL.  ACCORDINGLY,  OUR  BUDGET  FOR  FISCAL  YEAR  1993 
INCLUDED  A  9.9  PERCENT  TOLL-RATE  INCREASE  WHICH  WAS  APPROVED 
BY  THE  PRESIDENT,  EFFECTIVE  OCTOBER  1,  1992. 

ACTUAL  TRAFFIC  PERFORMANCE  FOR  THE  FIRST  FIVE  MONTHS  OF 
FISCAL  YEAR  1993  HAS  BEEN  SLUGGISH.  COMMERCIAL  CARGO  TONNAGE 
HAS  BEEN  FLAT  COMPARED  TO  THE  LEVELS  REGISTERED  DURING  THE 
SAME  PERIOD  IN  FISCAL  YEAR  1992.  RECESSION-SENSITIVE 
COMMODITIES,  SUCH  AS  MANUFACTURES  OF  IRON  AND  STEEL,  AND  COAL 
AND  COKE,  ARE  DOWN  SHARPLY;  THE  IMPORTANT  REFRIGERATED 
PRODUCTS  TRADE  PERFORMED  BELOW  PRIOR-YEAR  LEVELS;  AND 
CONTAINERIZED  CARGO  SHIPMENTS  LARGELY  INFLUENCED  BY  THE  U.S. 
AND  JAPANESE  ECONOMIES,  REMAIN  VIRTUALLY  UNCHANGED.  WHILE 
SOME  IMPROVEMENT  IN  CANAL  TRAFFIC  LEVELS  IS  EXPECTED  TO  OCCUR 
LATER  IN  THE  YEAR,  AS  THE  U.S.  ECONOMY  STRENGTHENS,  CURRENT 
PATTERNS  INDICATE  THAT  OUR  FISCAL  YEAR  TRAFFIC  GROWTH  WILL  BE 
LESS  THAN  ONE  PERCENT  OVER  FISCAL  YEAR  1992.  THUS,  OUR 
ORIGINAL  CONSERVATIVE  TOLL  REVENUE  ESTIMATE  FOR  FISCAL  YEAR 
1993  OF  $418  MILLION  HAS  BEEN  REDUCED  TO  $408  MILLION. 

AS  A  RESULT  OF  THE  LOWER  TOLL  REVENUES  FORECAST,  OUR 
EXPENSE  BUDGET  FOR  1993,  OF  COURSE,  HAS  BEEN  REDUCED, 
CONSISTENT  WITH  THE  REVISED  TRAFFIC  AND  REVENUE  FORECAST,  AND 
ACCEPTABLE  STANDARDS  OF  SERVICE  TO  OUR  CUSTOMERS.  TOTAL 
OPERATING  EXPENSES  ARE  NOW  BUDGETED  AT  $526  MILLION  COMPARED 
TO  OUR  ORIGINAL  BUDGET  OF  $536  MILLION  AND  $509  MILLION  IN 
1992.  THE  INCREASE  IN  EXPENSES  OVER  FISCAL  YEAR  1992  NOW 
ANTICIPATED,  IS  PRIMARILY  DUE  TO  THE  EFFECT  OF  INFLATION  ON 
WAGES,  SUPPLIES  AND  MATERIALS,  FUEL  OIL,  AND  THE  TONNAGE 
PAYMENTS  TO  THE  REPUBLIC  OF  PANAMA. 
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THE  COMMISSION'S  BUDGET  FOR  PAYROLL  AND  RELATED  COSTS 
IS  $286  MILLION  (54  PERCENT  OF  TOTAL  OPERATING  EXPENSES)  UP 
2.9  PERCENT  AFTER  ABSORBING  THE  PAY-RATE  INCREASES  OF  3.7 
PERCENT,  EFFECTIVE  JANUARY  1  AND  APRIL  1,  OF  THIS  FISCAL  YEAR. 
ALSO,  THE  TONNAGE  PAYMENTS  TO  THE  REPUBLIC  OF  PANAMA,  REQUIRED 
BY  TREATY,  ARE  FORECAST  TO  INCREASE  TO  $69  MILLION,  OR  $2.4 
MILLION  OVER  1992  AS  A  RESULT  OF  THE  REQUIRED  BIENNIAL 
ADJUSTMENT,  EFFECTIVE  OCTOBER  1,  1992. 

IN  SUMMARY,  WE  ARE  EXPERIENCING  LOWER  TRAFFIC  LEVELS 
THAN  ORIGINALLY  FORECAST  AND  INFLATIONARY  COST  INCREASES  ABOVE 
ACTUAL  TRAFFIC  GROWTH.  NEVERTHELESS,  WE  HAVE  ADJUSTED  OUR 
OPERATING  COSTS  DOWNWARD  TO  LEVELS  THAT  WILL  ENSURE  THAT  TOTAL 
OPERATING  REVENUES,  WILL  RECOVER:  (1)  ALL  OPERATING  EXPENSES 
FOR  FISCAL  YEAR  1993;  (2)  THE  $4  MILLION  LOSS  CARRIED  FORWARD 
FROM  1992;  AND  (3)  THE  $15  MILLION  REQUIRED  FOR  THE  1993 
CAPITAL  PROGRAM  AND  WORKING  CAPITAL. 

OUTLOOK  FOR  FISCAL  YEAR  1994 

TURNING  TO  FISCAL  YEAR  1994  THE  COMMISSION'S  BUDGET,  AS 
MANDATED  BY  PUBLIC  LAW  96-70,  PROVIDES  FOR  A  BREAK-EVEN 
OPERATION.  NET  OPERATING  REVENUES  (AFTER  PROVIDING  $14.5 
MILLION  FOR  THE  CAPITAL  PROGRAM  AND  $2  MILLION  FOR  WORKING 
CAPITAL)  ARE  ESTIMATED  AT  $541  MILLION,  COMPARED  TO  $529 
MILLION  IN  1993. 

STRONGER  ECONOMIC  GROWTH  IN  THE  U.S.  IN  1993,  ALONG 
WITH  SOME  MARGINAL  IMPROVEMENT  IN  THE  JAPANESE  AND  CERTAIN 
EUROPEAN  ECONOMIES,  PRESENTS  A  SLIGHTLY  BRIGHTER  OUTLOOK  FOR 
WORLD  TRADE  AND  CANAL  BUSINESS  IN  FISCAL  YEAR  1994. 
ADDITIONALLY,  LATIN  AMERICAN  TRADE  WITH  THE  U.S.  AND  EUROPE, 
ALTHOUGH  SMALL  IN  ABSOLUTE  SIZE,  IS  FORECAST  TO  CONTINUE 
EXPANDING  AS  ECONOMIC  REFORMS  IN  LATIN  AMERICAN  NATIONS 
STIMULATE  TRADE  AND  INVESTMENT.  THE  IMPROVEMENT  IN  THE  U.S. 
AND  JAPANESE  ECONOMIES,  HOWEVER,  IS  EXPECTED  TO  BE  MODERATE; 
AND  THIS  SLOW  RECOVERY,  TOGETHER  WITH  WEAK  GROWTH  IN  EUROPE, 
POINTS  TO  SMALL  GAINS  IN  CANAL  TRADE. 

CANAL  COMMERCIAL  CARGO  MOVEMENTS  ARE  FORECAST  TO 
INCREASE  ABOUT  2.5  PERCENT,  LED  BY  INCREASES  IN  U.S.  GRAIN 
EXPORTS  AND  CONTAINERIZED  CARGO.  ADDITIONALLY,  FIVE 
CONSECUTIVE  YEARS  OF  DECLINE  IN  THE  AUTOMOBILE  TRADE  SHOULD 
END  IN  1993,  AND  SHIPMENTS  OF  REFRIGERATED  PRODUCTS  ARE 
FORECAST  TO  STRENGTHEN,  PROVIDED  THE  BANANA  TRADE  IS  NOT 
ADVERSELY  AFFECTED  BY  PROPOSED  EUROPEAN  TRADE  BARRIERS. 

THIS  GENERAL  IMPROVEMENT  IN  CANAL  TRADE  IS  ANTICIPATED 
TO  RESULT  IN  OCEANGOING  TRANSITS  RISING  FROM  12,425,  OR  34  PER 
DAY,  IN  1993  TO  12,650,  OR  34.7  PER  DAY,  IN  1994.  PANAMA 
CANAL  NET  TONS  ARE  FORECAST  TO  INCREASE  2.2  PERCENT  FROM  191.5 
MILLION  IN  1993  TO  195.8  MILLION  IN  1994.  TOLL  REVENUES 
SHOULD  INCREASE  $9  MILLION,  OR  2.2  PERCENT,  FROM  $408  MILLION 
TO  $417  MILLION  IN  1994.  TOTAL  OPERATING  REVENUES  (BEFORE 
CONTRIBUTIONS  FOR  CAPITAL  EXPENDITURES  AND  WORKING  CAPITAL) 
ARE  FORECAST  AT  $558  MILLION,  AN  INCREASE  OF  ABOUT  $14  MILLION 
OR  2.5  PERCENT  FROM  1993. 
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WITH  REGARDS  TO  OPERATING  COSTS,  TOTAL  OPERATING 
EXPENSES  FOR  FISCAL  YEAR  1994  ARE  FORECAST  TO  BE  $542  MILLION, 
AN  INCREASE  OF  $16  MILLION,  OR  3  PERCENT,  OVER  THE  $526 
MILLION  CURRENTLY  ESTIMATED  FOR  FISCAL  YEAR  1993. 

THE  PAYROLL  COSTS  BUDGETED  FOR  FISCAL  YEAR  1994  REFLECT 
THE  PRESIDENT'S  PROPOSED  WAGE  FREEZE.  DESPITE  THE  ANTICIPATED 
FREEZE,  THE  COMMISSION'S  PAYROLL  AND  RELATED  COSTS  ARE 
PROJECTED  TO  INCREASE  $12  MILLION,  PRIMARILY  AS  A  RESULT  OF 
(1)  THE  FULL  YEAR  CARRYOVER  EFFECT  OF  THE  3.7  PERCENT  PAY 
INCREASES  WHICH  TOOK  EFFECT  IN  JANUARY  AND  APRIL  OF  1993,  AND 
WITHIN  GRADE  STEP  INCREASES;  (2)  ADDITIONAL  MANPOWER 
REQUIREMENTS  FOR  THE  LINE  HANDLING  FORCE  REQUIRED  TO  HANDLE 
THE  INCREASE  IN  VESSELS  OVER  100  FOOT  BEAM  TRANSITING  THE 
WATERWAY;  AND  (3)  SMALL  INCREASES  IN  WORK  YEARS  FOR  THE 
MARITIME  TRAINING  PROGRAM  AND  SOME  ADDITIONAL  OVERHAUL  WORK. 

SUPPLIES  AND  MATERIALS  COSTS  ARE  PROJECTED  TO  INCREASE 
BY  $3  MILLION,  PRIMARILY  AS  A  RESULT  OF  PRICE  ESCALATION  AND 
AN  INCREASE  IN  THE  PROCUREMENT  OF  REPLACEMENT  DREDGE  PARTS 
NEEDED  TO  SUPPORT  ONGOING  CHANNEL  MAINTENANCE  AND  IMPROVEMENT 
PROJECTS.  IN  ADDITION,  TREATY  PAYMENTS  TO  PANAMA  WILL 
INCREASE  $1.5  MILLION. 

IN  SUMMARY,  THE  COMMISSION  HAS  BUDGETED  A  BREAK  EVEN 
OPERATION  FOR  1994,  RECOVERING  ALL  COSTS  OF  OPERATIONS  AND  THE 
FUNDS  REQUIRED  FOR  ITS  CAPITAL  IMPROVEMENT  PROGRAM  AND  WORKING 
CAPITAL. 

CAPITAL  REQUIREMENTS 

TURNING  TO  THE  CAPITAL  PROGRAM  FOR  FISCAL  YEAR  1994,  AS 
IN  PAST  YEARS,  EIGHTY  PERCENT  OF  THE  PROGRAM  IS  DEVOTED  TO 
ESSENTIAL  TRANSIT  FACILITIES  AND  EQUIPMENT.  IN  THAT  REGARD, 
I  WOULD  LIKE  TO  ADDRESS  IN  MORE  DETAIL,  THE  MAJOR  CONTINUING 
PROJECT  IN  OUR  CAPITAL  PROGRAM,  THE  WIDENING  OF  THE  GAILLARD 
CUT. 

CUT  WIDENING 

AS  MEMBERS  OF  THE  COMMITTEE  MAY  RECALL,  THE  GAILLARD 
CUT  WIDENING  PROGRAM  IS  DESIGNED  TO  INCREASE  THE  CANAL'S 
CAPACITY  ON  AN  INCREMENTAL  BASIS  AS  THE  WORK  PROGRESSES, 
THEREBY  PROVIDING  AN  ENHANCED  RESERVE  CAPACITY  MARGIN 
SUFFICIENT  TO  HANDLE  PROJECTED  LEVELS  OF  TRANSITS  WELL  INTO 
THE  NEXT  CENTURY.  THE  GAILLARD  CUT  IS  A  NARROW  8  MILE  STRETCH 
OF  THE  CANAL  WHERE  CERTAIN  LARGE  VESSELS  ARE,  FOR  SAFETY 
REASONS,  RESTRICTED  TO  ONE  WAY  TRAFFIC  DURING  DAYLIGHT  HOURS 
ONLY.  AS  SUCH  IT  MAY  BECOME  A  BOTTLENECK  LIMITING  THE  ABILITY 
OF  THE  CANAL  TO  MEET  THE  PROJECTED  LONG  TERM  GROWTH  IN  DEMAND 
FOR  LARGE  VESSEL  TRANSITS.  THE  CUT  WIDENING  PROJECT  CONSISTS 
OF  TWO  TYPES  OF  EARTH  REMOVAL,  THE  REMOVAL  OF  EARTH  LOCATED 
ABOVE  THE  WATER  LEVEL  CALLED  DRY  WORK,  AND  THE  REMOVAL  OF 
EARTH  AND  ROCK  LOCATED  BELOW  THE  LAKE  LEVEL  WHICH  IS  REFERRED 
TO  AS  WET  WORK.  THE  PROGRAM  WAS  DESIGNED  AND  SCHEDULED  TO 
ALLOW  FOR  THE  DRY  EXCAVATION  TO  BE  DONE  BY  OUTSIDE  CONTRACTORS 
AND  THE  WET  EXCAVATION  TO  BE  ACCOMPLISHED  UTILIZING  EXISTING 
COMMISSION  RESOURCES  AND  EQUIPMENT,  WITH  THE  DRY  WORK 
PRECEDING  THE  WET  WORK  BY  ABOUT  ONE  YEAR. 
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THE  DRY  EXCAVATION  WORK  WHICH  BEGAN  IN  FISCAL  YEAR 
1992,  IS  DIVIDED  INTO  THREE  PHASES  COVERING  THE  NORTHERN, 
CENTRAL,  AND  SOUTHERN  SECTIONS  OF  THE  CUT.  THE  NORTHERN 
PHASE,  WHICH  IS  CURRENTLY  IN  PROGRESS,  IS  SUBDIVIDED  INTO  TEN 
EXCAVATION  PROJECTS.  TWO  OF  THE  EXCAVATION  PROJECTS  ARE 
ALREADY  COMPLETED,  A  THIRD  IS  90  PERCENT  COMPLETE,  ANOTHER 
ALMOST  HALF  DONE  AND  WORK  COMMENCED  ON  A  FIFTH  IN  JANUARY. 
THE  CONTRACT  FOR  A  SIXTH  SECTION  WAS  AWARDED  IN  FEBRUARY,  WITH 
WORK  SCHEDULED  TO  COMMENCE  IN  MARCH  OF  THIS  YEAR  AND  BE 
COMPLETED  IN  OCTOBER.  IN  SUMMARY,  THE  DRY  EXCAVATION  WORK  IS 
PROGRESSING  IN  A  MOST  SATISFACTORY  MANNER.  OVER  60  PERCENT  OF 
THE  WORK  ON  THE  CONTRACTS  AWARDED  SO  FAR  HAS  BEEN  COMPLETED. 
IN  ADDITION,  THE  BIDS  FOR  THE  DRY  EXCAVATION  CONTRACT  WORK 
AWARDED  TO  DATE  HAVE  BEEN  SUBSTANTIALLY  BELOW  THE  INITIAL 
ENGINEERING  ESTIMATES  WHICH  HAS  ALLOWED  US  TO  ADVANCE  THE 
WORK,  AND  TO  BE  AHEAD  OF  SCHEDULE  IN  THE  PROGRAM. 

THE  WET  EXCAVATION  USING  EXISTING  "IN-HOUSE"  DREDGING 
RESOURCES  ON  AN  "AS  AVAILABLE"  BASIS,  WILL  REMOVE  THE 
REMAINING  EARTH  AND  ROCK  TO  A  DEPTH  OF  48  FEET  BELOW  THE  WATER 
LEVEL.  THE  AREA  TO  BE  REMOVED  WILL  BE  DRILLED,  AND  THEN 
BLASTED  TO  BREAK  UP  THE  ROCK  FORMATIONS  BELOW  THE  WATER,  IN 
ORDER  TO  FACILITATE  THE  FINAL  REMOVAL  OF  THE  MATERIAL  BY 
COMMISSION  DREDGING  EQUIPMENT.  THE  LAND  BASED  AND  WATER  BASED 
DRILLING  AND  BLASTING  WILL  COMMENCE  DURING  THE  FIRST  QUARTER 
OF  FISCAL  YEAR  1994.  THE  REMOVAL  OF  THE  BELOW  WATER  LAND  MASS 
BY  THE  COMMISSION'S  DREDGES  WILL  BEGIN  IN  LATE  1994. 

CONCLUSION 

IN  CLOSING,  I  WOULD  LIKE  TO  BRIEFLY  DISCUSS  CERTAIN 
ASPECTS  OF  THE  EFFORTS  CURRENTLY  UNDERWAY  TO  PREPARE  FOR  THE 
YEAR  2000.  ALTHOUGH  MUCH  STILL  REMAINS  TO  BE  DONE  TO 
ADEQUATELY  PREPARE  FOR  THE  SMOOTH  TRANSFER  OF  THE  CANAL  TO 
PANAMA,  THE  COMMISSION  IS  DOING  ALL  THAT  IT  CAN  TO  ENSURE  THAT 
THE  CANAL  CONTINUES  TO  PROVIDE  HIGH  QUALITY  TRANSIT  SERVICE  TO 
WORLD  SHIPPING.  THE  WATERWAY  IS  CURRENTLY  IN  GOOD  OPERATING 
CONDITION,  AND  WE  ARE  INVESTING  APPROXIMATELY  $125  MILLION 
ANNUALLY  IN  MAINTAINING  AND  IMPROVING  THE  FACILITY. 

WE  CONTINUALLY  STRIVE  TO  MAINTAIN  PROFESSIONALISM  AND 
HIGH  MORALE  AMONG  OUR  EMPLOYEES.  ACCORDINGLY,  TRAINING 
PROGRAMS  CONTINUE  TO  RECEIVE  TOP  PRIORITY  TO  ENSURE  A  QUALITY 
WORK  FORCE  AND  PROVIDE  FOR  INCREASED  PARTICIPATION  BY 
PANAMANIANS  THROUGHOUT  THE  ORGANIZATION.  PANAMANIAN  CITIZENS 
NOW  COMPRISE  APPROXIMATELY  88  PERCENT  OF  THE  COMMISSION'S  WORK 
FORCE,  WITH  INCREASING  INVOLVEMENT  AT  ALL  MANAGEMENT  LEVELS. 
THE  NUMBER  OF  PANAMANIAN  PILOTS  PRESENTLY  TOTALS  106.  BY  YEAR 
END,  APPROXIMATELY  HALF  OF  OUR  PILOT  FORCE  WILL  BE  PANAMANIAN 
CITIZENS. 

TO  BETTER  PREPARE  PANAMANIAN  GOVERNMENT  OFFICIALS  AND 
DESIGNATED  WORKING  GROUPS  FOR  THE  TRANSITION,  I  HAVE  BEEN 
ACTIVELY  INVOLVED,  ALONG  WITH  SENIOR  MEMBERS  OF  MY  STAFF,  IN 
PRESENTING  SPECIALLY  DESIGNED  BRIEFINGS  ON  CANAL  OPERATIONS. 
THE  PRIMARY  THRUST  OF  THESE  PRESENTATIONS  HAS  BEEN  TO  IDENTIFY 
THE  POLICIES,  SYSTEMS  AND  FUNCTIONS  THAT  ARE  CURRENTLY 
NECESSARY  FOR  THE  SUCCESSFUL  MANAGEMENT  AND  ADMINISTRATION  OF 
THE  PANAMA  CANAL. 
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THE  GOVERNMENT  OF  PANAMA  HAS  BEEN  TAKING  MORE  POSITIVE 
STEPS  DURING  THE  PAST  YEAR  TO  PLAN  FOR  THE  TRANSITION.  FOR 
EXAMPLE,  IN  A  SEPARATE,  BUT  RELATED  MATTER,  LEGISLATION  WAS 
RECENTLY  PASSED  BY  THE  PANAMANIAN  GOVERNMENT  CREATING  THE 
INTEROCEANIC  REGIONAL  AUTHORITY,  AN  AUTONOMOUS  GOVERNMENT 
AGENCY  WHICH  WILL  HAVE  RESPONSIBILITY  FOR  THE  ADMINISTRATION 
AND  DEVELOPMENT  OF  AREAS  OF  THE  FORMER  CANAL  ZONE  EITHER 
ALREADY  REVERTED  TO  PANAMA  OR  TO  BE  TURNED  OVER  IN  THE  FUTURE. 
THE  PRESIDENT  OF  PANAMA  HAS  ALREADY  APPOINTED  THE  NINE 
INDIVIDUALS  WHO  WILL  BE  THE  AUTHORITY'S  GOVERNING  BOARD. 
HOPEFULLY  THEY  WILL  BE  APPROVED  BY  THE  LEGISLATIVE  ASSEMBLY 
SHORTLY,  AND  PLANNING  FOR  THE  USE  AND  DEVELOPMENT  OF  THE 
REVERTED  AREAS  CAN  BEGIN  IN  THE  NEAR  TERM. 

FURTHERMORE,  THE  AD  HOC  COMMITTEE  APPOINTED  BY 
PRESIDENT  ENDARA  IS  NOW  STUDYING  HOW  BEST  TO  STRUCTURE  THE  NEW 
CANAL  ENTITY  WHICH  WILL  BE  RESPONSIBLE  FOR  THE  FUTURE 
ADMINISTRATION  OF  THE  WATERWAY.  IN  THAT  REGARD,  EIGHT 
FUNCTIONAL  SUBCOMMITTEES  HAVE  BEEN  FORMED  BY  PANAMA  TO  ASSIST 
IN  THAT  ENDEAVOR  BY  FOCUSSING  ON  THE  KEY  ISSUES  RELATIVE  TO 
THE  TRANSITION.  WE  HAVE  BEEN  WORKING  HARD  TO  ASSIST  THESE 
SUBCOMMITTEES  AND  THEY  HAVE  BEEN  MEETING  WITH  US  AND  RECEIVING 
BRIEFINGS  ON  CANAL  MANAGEMENT  AND  ADMINISTRATION. 

I  BELIEVE  THAT  THE  GOVERNMENT  OF  PANAMA  IS  MOVING  IN 
THE  RIGHT  DIRECTION  AND  I  AM  PLEASED  THAT  THEIR  PLANNING 
PROCESS  IS  NOW  UNDERWAY.  ALTHOUGH  THERE  IS  A  LOT  TO  BE  DONE, 
MOST  OF  THE  KEY  INDIVIDUALS  AND  DECISION  MAKERS  ARE  BEGINNING 
TO  DEVELOP  A  MUCH  BETTER  UNDERSTANDING  OF  THE  IMPORTANT  ISSUES 
WHICH  MUST  BE  ADDRESSED  TO  FACILITATE  A  SMOOTH  TRANSITION  OF 
THE  WATERWAY  TO  PANAMANIAN  CONTROL  ON  DECEMBER  31,  1999. 

MR.  CHAIRMAN,  THAT  CONCLUDES  MY  PREPARED  REMARKS.  I 
WOULD  BE  PLEASED  TO  ANSWER  ANY  QUESTIONS  THAT  YOU  OR  THE 
MEMBERS  OF  THE  COMMITTEE  MAY  HAVE  AT  THIS  TIME. 
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ADDITIONAL  QUESTIONS  SUBMITTED  BY 
CONGRESSMAN  TAUZIN  OF  THE  SUBCOMMITTEE 

FY  1994  Authorization  Provisions: 

1.  The  Panama  Canal  Commission  fiscal  year  1994  authorization  includes, 
at  your  request,  funding  for  Commission  Board  of  Directors  and  Canal  officials' 
reception  and  representation  expenditures.  This  includes  $11,000  for  the  Board 
of  Directors;  $5,000  for  Secretary  Rhode;  and  $30,000  for  yourself. 

a.  Can  you  explain  why  these  funds  are  necessary  and  what  you  consider  an 
official  reception  or  representation  expense? 

Answer.  The  use  of  official  reception  and  representation  funds  allows  the 
Commission  to  promote  a  spirit  of  cooperation  with  visiting  Panamanian 
dignitaries  and  with  Congressional  officials  in  Washington;  to  promote  the 
Commission's  business  relationship  with  principal  users  of  the  Canal,  and  to 
accommodate  special  guests  of  the  Administrator,  the  Board  of  Directors,  the 
Secretary,  and  other  senior  management  members  of  the  Commission.  Expenses 
generally  include:  materials,  supplies,  and  services  incurred  for  official 
reception,  representation,  and  entertainment.  Participation  in  such  activities 
is  related  to  the  management  and  operation  of  the  Canal,  the  functioning  of  the 
Panama  Canal  Commission,  and  the  Governments  of  the  United  States  and  the 
Republic  of  Panama.  Use  of  these  funds  are  restricted  to  events  characterized 
by  a  mixed  ceremonial,  social,  and/or  business  purpose,  and  hosted  in  a  formal 
sense  by  high-level  agency  officials. 

b.  Are  these  funds  in  addition  to  pay  or  per-diem  reimbursements  you. 
Secretary  Rhode,  and  the  Board  members  receive  for  travel,  food,  and  lodging 
related  to  Board  meetings  and  other  official  events? 

Answer.  These  funds  have  no  relevance  to  pay  or  per-diem  reimburse-ments. 
If  a  senior  official,  while  in  a  travel  status,  hosts  or  even  attends  an  event 
paid  for  by  these  funds,  a  portion  of  the  per  diem  will  be  forfeited  if  the  event 
substitutes  for  one  of  the  three  meals  authorized  under  per  diem. 

2.  Each  year  the  Commission  requests  authorization  to  purchase  passenger 
motor  vehicles  for  use  in  transporting  Commission  personnel  across  the  Isthmus 
of  Panama.  Last  year,  we  authorized  you  to  purchase  up  to  35  at  a  cost  of  up  to 
$18,000  each.  For  fiscal  year  1994,  you  are  requesting  permission  to  again 
purchase  35. 

What  are  these  vehicles  used  for  and  are  you  actually  purchasing  35  new  vehicles 
each  year? 

Answer.  Vehicles  are  used  to  transport  Commission  personnel,  primarily 
pilots,  across  the  Isthmus  of  Panama,  on  a  24-hour  basis  and  to  provide  vehicular 
support  in  the  daily  operation  of  the  Panama  Canal  Commission  units  in  the 
Southern  and  Northern  districts. 

Yes,  we  are  actually  purchasing  35  new  vehicles  to  replace  the  same  number  of 
vehicles  currently  in  the  fleet  that  meets  the  minimum  replacement  criteria  as 
prescribed  by  the  Code  of  Federal  Regulations  (CFR).  The  number  of  vehicles 
required  to  be  purchased  each  year  is  dependent  on  the  number  of  vehicles  that 
qualify  for  replacement  in  accordance  with  standards  established  by  the  CFR. 
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3.  In  your  draft  authorization  bill  submitted  to  the  House  of 
Representatives,  you  included  two  sections  dealing  with  Commission  labor. 
Although  we  have  not  included  either  section  in  the  bill  as  introduced,  we  may 
consider  them  at  Subcommittee  markup.  Can  you  explain  these  two  sections? 

Answer.  Yes  I  can.  I  will  begin  with  what  is  contained  in  Section  Four 
of  the  bill  we  transmitted  to  the  Congress. 

As  background,  there  is  a  clause  in  the  U.S.  Constitution  known  as  the 
"Emoluments  Clause."  Basically  this  article  prohibits  employees  of  the  United 
States  from  receiving  any  title,  appointment  or  office  from  a  foreign  government, 
unless  the  United  States  Congress  consents. 

The  point  of  the  provision  is  fairly  obvious,  that  is,  to  prevent  persons  from 
having  the  potential  of  conflicting  loyalties  or  influences  if  they  are  employed 
by  both  the  U.S.  government  and  a  foreign  state  in  some  capacity.  Our  amendment 
would  provide  a  narrow  waiver  from  this  provision. 

The  drafters  of  this  clause  had  the  foresight  to  see  that  in  special  cases  the 
Congress  should  be  able  to  selectively  waive  this  provision.  In  our  situation, 
we  have  Panamanian  citizens,  employed  by  the  Commission,  who  could  make  a  real 
contribution  to  the  Republic  of  Panama  in  many  capacities,  such  as  teachers  and 
doctors.  And  these  opportunities  generally  do  not  present  the  kind  of  concerns 
which  the  Emoluments  clause  was  designed  to  address. 

This  is  a  narrowly  tailored  provision.  It  would  not  allow  the  Emoluments  clause 
to  be  waived  for  Commission  employees  who  are  United  States  citizens. 
Furthermore,  each  case  must  be  examined  individually  and  approved  by  both  the 
Commission's  Administrator  and  its  Designated  Agency  Ethics  Official. 

The  second  change  we  are  seeking  is  found  at  Section  Five  of  the  draft  bill  we 
transmitted  to  the  Congress.  It  involves  a  fairly  technical  labor  issue,  but  the 
purpose  of  the  amendment  can  be  stated  simply  and  accurately.  Certain  employees 
of  the  Commission,  until  recently,  have  had  the  right  to  appeal  what  are  termed 
"adverse  actions"  through  what  is  called  a  "negotiated  grievance  procedure." 
This  is  a  right  which  was  negotiated  between  the  unions  and  the  Commission  and 
which  has  been  in  place  since  the  early  1980's. 

Recently,  however,  the  Federal  Labor  Relations  Authority  held  that  Commission 
employees  who  had  enjoyed  this  right  before  were  now  statutorily  precluded  from 
it.  This  ruling  was  an  unintended  consequence  of  an  amendment  enacted  into  law 
in  1990  that  the  Commission  had  requested  to  solve  a  technical  problem  created 
by  the  application  of  labor  law  to  the  Canal's  unique  binational  labor  force. 
In  this  instance,  the  fixing  of  one  problem  opened  up  another  problem. 

This  amendment  would  remedy  this  unintended  consequence,  and  would  restore  this 
particular  right  which  these  workers  have  enjoyed  for  over  ten  years.  It  does 
not  represent  any  expansion  of  rights  from  what  labor  and  management  agree  was 
the  status  quo  before  the  unexpected  FLRA  decision. 

I  should  also  note  that  the  Office  of  Management  and  Budget  has  evaluated  this 
amendment  as  well  and  informs  us  that  the  Administration  has  no  objection  to  its 
enactment. 
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Follow-up  on  FY  1993  Authorization: 

4.  As  you  noted  in  your  testimony,  last  year  we  granted  the  Commission  the 
authority  to  utilize  private  rather  than  U.S.  military  hospitals  for  the  care  of 
retired  Commission  personnel. 

a.  Has  the  transition  from  U.S.  to  Panamanian  hospitals  gone  smoothly? 

Answer.  A  contract  with  the  Clinica  Hospital  San  Fernando  became  effective 
on  January  1,  1993,  to  provide  medical  services  to  elderly  former  Canal 
employees.  The  transition  occurred  without  any  significant  problems  or 
complaints  from  the  beneficiaries.  Continued  coverage  was  arranged  at  Gorgas 
Army  Community  Hospital  for  ill  beneficiaries  who  arrived  at  the  emergency  room 
and  for  a  few  patients  who  were  not  well  enough  to  be  transferred  on  the  first 
of  the  year. 

b.  What  qualifications  are  the  Commission  looking  for  in  the  private 
hospitals  utilized? 

Answer.  The  contracted  benefits  and  services  are  essentially  the  same  as 
those  provided  by  the  former  U.S.  Army  MEDDAC  program.  These  include  providing 
home  care  and  medical  and  nursing  services  without  charge  to  aging,  cash,  and 
disability  relief  recipients  to  include  operation  of  a  clinic  on  the  Atlantic 
side.  Additionally,  inpatient  hospital  and  specialty  outpatient  clinic  care  are 
available  with  the  authorized  recipient  paying  a  relatively  small  portion  of  the 
cost. 

c.  Do  you  perceive  any  funding  difficulties  or  administrative  problems  in 
this  area? 

Answer.  Our  experience  during  the  first  two  months  under  contract  show 
that  actual  expenses  ($227,661)  follow  closely  our  estimated  contract  cost. 
Nevertheless,  it  is  still  too  early  to  make  an  accurate  cost  projection  based  on 
experience. 

5.  In  your  Fiscal  Year  1993  authorization,  we  granted  the  Commission  the 
authority  to  use  a  new  vessel  tonnage  system  in  calculating  Canal  tolls. 

a.  Is  the  new  system  in  place  and  how  is  it  working? 

b.  Have  Canal  users  found  it  difficult  to  understand  the  new  system? 

c.  Will  the  new  system  affect  Commission  income  in  any  way? 

Answer.  The  new  vessel  measurement  system,  the  Panama  Canal/Universal 
Measurement  System  (PC/UMS),  is  not  yet  in  place.  The  plan  is  to  change  over  to 
the  new  system  on  October  1,  1994.  We  expect  that  Canal  users  will  not  have  any 
difficulty  adapting  to  the  new  system  since  it  is  based  on  the  1969  International 
Convention  on  Measurements  of  Vessels,  which  is  used  by  most  maritime  countries 
for  national  registry  measurements.  The  new  system,  PC/UMS,  has  been  designed 
to  be  revenue-neutral  with  no  effect  on  Commission  revenues.  The  amount 
individual  vessels  will  pay  in  tolls  will  be  different,  but  the  differences  will 
be  relatively  small  and  for  a  period  of  5  years  there  will  be  a  5  percent  cap  on 
the  changes  in  tonnage  measurement  on  individual  vessels. 
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6.  Question.  As  you  recall,  this  Committee,  unsuccessfully  opposed  the 
9.9  percent  toll  increase,  which  has  since  been  implemented. 

a.  Has  the  increase  greatly  benefited  the  Commission? 

Answer.  As  I  indicated  in  my  opening  statement,  the  9.9  percent  toll 
increase  has  accomplished  what  we  had  planned.  Although  the  traffic  increase  we 
had  forecasted  for  1993  has  not  fully  materialized,  the  $37  million  provided  from 
the  toll  increase  will  (1)  eliminate  the  $18  million  operating  loss  we  had 
projected  for  1993;  (2)  recover  the  $4  million  loss  for  1992;  and  (3)  provide  $15 
million  required  for  financing  the  1993  capital  improvement  program  and  working 
capital . 

b.  When  do  you  foresee  proposing  any  further  increases? 

Answer.  Our  current  traffic  forecast  for  FY  1994,  in  combination  with  the 
moderate  inflation  outlook  and  the  wage  freeze  effective  January  1,  1994, 
indicates  that  the  Commission  will  break  even  in  1994.  The  Commission 
continuously  reviews  the  adequacy  of  tolls;  and  at  this  time,  has  not  determined 
when  an  additional  toll  increase  may  be  required. 

7.  Last  year,  this  Committee  reported  H.R.  1558  which  required  an 
administrative  level  study  on  the  future  and  current  operation  of  the  Canal;  a 
General  Accounting  Office  study;  a  Commission  study  on  the  dissolution  of  the 
Commission;  and  authorized  the  establishment  of  a  Panama  Canal  Commission 
Dissolution  Fund.  These  provisions  were  eventually  adopted  as  part  of  the  last 
year's  Armed  Services  authorization  bill. 

a.  Can  you  give  us  an  update  on  the  Administration  study  and  the 
Commission  studies  required? 

Answer. 

Administration  Study.  The  Commission  is  currently  in  the  process  of 
performing  the  Administration  study,  and  has  selected  a  consultant  to  advise  the 
Commission  on  this  matter,  and  to  perform  the  bulk  of  the  research  and  analysis 
necessary  to  prepare  the  study.  The  preparation  of  the  study  is  proceeding  in  a 
satisfactory  manner  and  is  on  schedule.  The  study  is  still  in  its  preliminary 
stages  at  this  point;  and  as  a  result,  it  is  too  early  to  be  able  draw  any 
conclusions  as  to  the  results,  findings,  or  recommendations  of  the  study. 

Dissolution  Study.  The  Commission's  Study  of  the  costs  of  dissolution, 
which  is  not  due  until  1996,  is  still  in  its  very  preliminary  planning  stages. 
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b.   What  type  of  office  and  operation  do  you  foresee  establishing  to 
facilitate  Commission  dissolution  the  years  prior  to  and  after  December  31,  1999? 

Dissolution  Office.  Prior  to  1999,  a  minimal  administrative  office  would 
be  established.  Late  in  1999,  a  somewhat  larger  staff  and  facilities  will  be 
required  for  a  short  time  to  handle  the  volume  of  work  involved  in  terminating 
over  8000  employees,  calculating  and  issuing  final  paychecks,  liquidating 
outstanding  liabilities,  and  preparing  final  financial  statements  and  other  U.S. 
Government  reports.  As  these  tasks  are  completed,  during  the  year  2000  the 
office  staff  should  be  reduced  on  a  gradual  basis  and  return  to  the  small  office 
staff  necessary  to  handle  the  settlement  of  lawsuits  and  other  intermediate  term 
liquidation  functions. 

Canal  Operation: 

8.  Last  year,  the  Commission  implemented  a  long-term  plan  to  widen  the 
Gail  lard  Cut. 

a.  Can  you  give  us  an  update  on  that  project? 

Answer.  Six  contracts  were  awarded  so  far  representing  a  cost  of  $6,000 
(versus  our  initial  estimate  of  $8.7  million)  and  1.5  million  cubic  meters  of  dry 
excavation,  which  equates  to  about  7  percent  of  the  total  dry  excavation  program. 
To  date,  70  percent  of  the  1.5  million  cubic  meters  of  excavation  work  has  been 
completed.  Four  additional  dry  excavation  projects  will  be  required  to  complete 
work  on  the  west  bank  of  the  north  sector  of  the  widening  program.  Future  plans 
call  for  the  award  of  these  contracts,  covering  a  total  of  2.5  million  additional 
cubic  meters  of  excavation,  by  the  end  of  fiscal  year  1995.  This  schedule  of 
awards  will  keep  the  dry  excavation  work  on  target  for  the  projected  1992  to  1995 
period,  for  a  total  by  that  time  of  4.0  million  cubic  meters  or  20  percent  of  the 
total  program.  Drilling  operations  should  begin  during  the  first  half  of  fiscal 
year  1994.  Dredging  is  then  expected  to  follow  the  drilling  and  blasting 
operations  sometime  during  the  latter  part  of  fiscal  year  1994. 

b.  Do  you  foresee  any  of  the  planned  "wet-work"  to  interfere  with  Canal 
traffic? 

Answer.  The  wet  work  will  not  interfere  with  traffic  as  it  will  not  take 
place  outside  the  boundaries  or  prism  line  of  the  present  channel. 

c.  What  is  the  first  year  that  you  foresee  two-way  traffic  in  the  Gaillard 
Cut? 

Answer.  Complete  two-way  traffic  in  the  Gaillard  Cut  will  not  take  place 
until  the  program  is  completed--about  the  year  2012  or  2013.  However,  as  the 
work  progresses,  we  should  see  some  incremental  benefits  as  the  sections  are 
completed. 

9.  It  is  our  understanding  that  the  bi-coastal  pipeline  operating  in  the 
Canal  area  has  experienced  a  decrease  in  usage.  Has  this  led  to  an  increase  in 
Canal  tanker  traffic? 

Answer.  Oil  transported  through  the  pipeline  has  decreased  in  recent 
years;  however,  the  decrease  reflects  a  smaller  amount  of  oil  being  transported 
via  Panama  rather  than  a  diversion  of  that  oil  to  the  Canal  route. 
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If  the  use  of  the  pipeline  continues  to  decline,  at  some  point  in  the  future, 
the  pipeline  might  close.  Should  that  happen,  there  might  at  that  time,  be  a 
diversion  to  the  Canal  of  the  remaining  oil  traffic.  However,  even  if  that 
should  happen,  the  amount  of  traffic  diverted  to  the  Canal  is  expected  to  be 
quite  small . 

10.  You  testified  about  the  Clinton  Administration's  Federal  pay  freeze. 
Does  this  freeze  affect  non-U. S.  citizen  employees? 

Answer.  The  freeze  will  affect  all  of  the  Commission's  employees  including 
both  non-U. S.  Citizens  and  U.S.  Citizens  alike. 

The  Panama  Canal  Commission,  a  United  States  Government  agency,  adheres  to  the 
annual  pay  raise  limitation  set  forth  by  the  Office  of  Management  and  Budget. 

11.  The  Panama  Canal  Treaty  requires  biennial  adjustments  in  tonnage 
payments  to  the  Republic  of  Panama.  Please  explain  to  us  how  these  tonnage 
payments  are  calculated  and  on  what  are  adjustments  based? 

Answer.  The  tonnage  payments  are  calculated  by  multiplying  the  tonnage 
transiting  the  Canal  times  the  rate  per  ton  as  the  Treaty  requires.  This  per- 
ton  rate  is  reviewed  every  two  years  to  determine  whether  an  adjustment  is 
necessary  due  to  inflation.  For  purposes  of  measuring  the  inflation,  changes  in 
the  Producer  Price  Index  for  Total  Manufactured  Goods  of  the  United  States  since 
1980  are  used  to  calculate  any  required  adjustment  in  the  per-ton  rate. 

12.  What  is  the  current  average  number  of  hours  needed  for  Canal  transit? 

Answer.  For  the  five-month  period  ending  February  28,  1993,  time  in  Canal 
waters  of  transits  over  300  tons  averaged  23.7  hours.  The  Marine  Bureau's  Budget 
is  based  on  maintaining  an  average  Canal  waters  time  of  24  hour. 

13.  What  is  the  Commission's  current  percentage  of  Panamanian  employees 
versus  U.S.  citizen  employees? 

Answer.  The  Commission's  permanent  work  force  as  of  March  6,  1993  consists 
of  6,483  (88  percent)  Panamanians,  842  (11  percent)  U.S.  citizens,  and  54  (1 
percent)  third-country  nationals. 

14.  What  is  the  current  status  of  the  Sea-Level  Canal  Study  and  to  what 
extent  is  the  Commission  participating  in  the  study? 

Answer.  The  Canal  Alternatives  Study  Commission  (CAS)  was  formally 
inaugurated  in  Panama  City  in  June  1986.  After  years  of  little  or  no  progress 
on  the  study  of  alternatives  to  the  Panama  Canal --including  the  feasibility  of 
a  sea-level  canal --on  September  25,  1990,  representatives  of  the  three  countries 
approved  an  extension  of  three  years  for  the  study  (until  September  25,  1993). 
U.S. -sponsored  component  studies  include  Operating  Characteristics,  Capacity 
Evaluation,  Commodity  and  Traffic  Projections,  Financial  Scheme,  Financial 
Analysis,  and  Management  Arrangement.  Panama-sponsored  component  studies  include 
Biological  Inventory,  Environmental  Analysis,  Impact  on  Panama,  and  Information 
Center.  Japan-sponsored  component  studies  include  Engineering,  Cost  Estimates, 
Economic  Analysis,  and  Impact  on  Users.  The  Status  Quo  alternative  (defined  as 
the  present  Canal  after  the  cut-widening  project  is  implemented)  will  be  the  base 
case  against  which  all  other  alternatives  will  be  compared. 
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Phase  I  (Data  Collection  and  Prescreening  of  Alternatives)  has  been  completed. 
Prescreening  identified  the  sea-level  option  (Route  10)  and  the  third  set  of 
locks  high-rise  option  for  further,  more  detailed  study.  Phase  II  (Component 
Contractor  Studies)  and  Phase  III  (Feasibility  Analysis)  are  underway.  The 
Commissioners  appointed  a  Coordinating  Committee  to  help  with  Phase  IV  (Final 
Report),  so  that  the  whole  effort  may  be  completed  by  September  1993,  as 
scheduled. 

The  Panama  Canal  Commission  has  not  taken  a  direct  role  in  the  study  and  has 
limited  its  participation  to  providing  unclassified  information/data  as  long  as 
it  is  relevant  to  the  CAS  study  and  as  long  as  the  information  requests  do  not 
place  unjust  demands  on  resources  and  time. 

15.  This  summer,  the  Commission  will  enter  into  pilot  union  contract 
renegotiations.  Over  the  past  year.  Committee  Ranking  member  Fields  and  I  have 
received  letters  from  Commission  pilots  expressing  concern  for  issues  such  as  the 
bonus  system,  base  pay,  increasing  quality  service,  and  pilot  morale  and  safety. 

Can  you  give  us  an  update  on  the  pilot  contract  negotiations  and  what  are,  if 
any,  the  outstanding  points  of  disagreement? 

Answer.  The  existing  pilots'  collective  bargaining  agreement  prescribes 
the  period  during  which  either  party  can  notify  the  other  of  an  intent  to  amend 
or  otherwise  modify  the  contract.  This  period  begins  on  April  16  and  ends  on  May 
31,  1993.  The  Branch  Agent  of  the  Pilots'  Union  has  informally  expressed  his 
determination  to  negotiate  an  increase  in  pay  to  $175,000  annually  and  to  begin 
the  process  at  the  earliest  date  the  agreement  permits,  which  is  May  26,  1993. 

Canal  Condition: 

16.  To  what  extent  have  the  Canal's  auxiliary  facilities,  such  as  the 
railroad,  service  roads,  intermodal  and  warehousing  facilities  been  improved  over 
the  last  year? 

Answer.  The  Canal's  former  auxiliary  services,  such  as  road  and  street 
repairs,  street  lighting,  the  operations  of  the  ports  of  Balboa  and  Cristobal, 
and  the  Panama  Railroad  have  all  reverted  to  the  Government  of  Panama  as  a  result 
of  the  Panama  Canal  Treaty.  All  of  the  foregoing  activities  have  received  some 
repairs  or  improvements,  but  major  investments  by  the  Panamanian  government  have 
been  limited  to  only  port  improvements  thus  far.  Minimal  repairs  have  bepn  made 
to  the  Railroad,  and  road  and  street/street  lighting  repairs  are  being  made,  but 
very  slowly. 

Privatization  of  some  port  operations  were  initiated  by  concession  contracts 
which  were  granted  for  the  operations  of  launch  services  in  the  Port  of 
Cristobal.  Negotiations  are  underway  for  similar  concessions  in  the  Port  of 
Balboa.  In  addition,  offers  from  prospective  international  consortiums  and  port 
stevedoring  operators  continue  to  be  publicized  in  the  local  media  proposing  to 
expand  and/or  operate  a  major  container  port  at  Cristobal. 
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17.  In  the  past,  we  have  discussed  the  deterioration  of  the  canal 
watershed.  To  what  extent  do  you  believe  this  is  still  a  problem?  If  it  is  a 
problem,  what  actions  are  being  taken  to  deal  with  it? 

Answer.  Cutting  of  primary  forest  in  the  Canal  Watershed  Upper  Basin  has 
been  held  at  the  very  low  levels  established  since  the  mid-1980s.  Conservation 
of  this  still  mostly  forested  Upper  Basin  region,  encompassing  nearly  400  square 
miles  of  Panama's  Chagres  National  Park,  is  of  key  importance  to  long-term 
viability  of  the  Canal  because  high,  steep  mountains  and  abundant  rainfall  render 
it  a  major  potential  source  of  sedimentation  if  deforested  and  subjected  to 
damaging  land-use  practices.  Updated  information  is  readily  received  on  the 
status  of  the  Watershed  as  part  of  the  Commission's  water  management  and  weather 
monitoring  functions,  and  confirm  that  the  ongoing  protective  measures  are 
effective. 

Canal  Watershed  programs  focus  on  critical  areas  of  the  Upper  Basin,  and 
surveillance  is  conducted  by  Panama's  National  Institute  of  Renewable  Natural 
Resources  forest  rangers  with  financial  assistance  of  the  U.S.  Agency  for 
International  Development.  Participation  in  these  efforts  includes  such 
organizations  as  the  National  Association  for  the  Conservation  of  Nature  (the 
leading  private  ecological  group  in  Panama),  the  Smithsonian  Tropical  Research 
Institute,  and  the  U.S.  Peace  Corps. 

The  Treaty-mandated  Joint  Commission  on  the  Environment  also  has  actively 
supported  the  Government  of  Panama  anti -deforestation  campaign,  and  it  is 
scheduled  to  resume  its  meetings  in  Panama  during  March  1993. 

18.  You  noted  in  your  testimony  the  Board  of  Directors'  Committee 
structure.  Can  you  give  us  an  idea  of  how  the  structure  operates  and  what  type 
of  work  they  do? 

Answer.  The  1982  Regulations  of  the  Board  of  Directors  authorize  the  Board 
to  establish  committees  as  it  deems  necessary.  In  January  1990,  the  Board 
established  and  approved  committees  on  Personnel  and  Security;  Operations;  and 
Budget  and  Finance.  Each  of  these  committees  is  comprised  of  two  U.S.  and  two 
Panamanian  members  who  elect  one  to  serve  as  Committee  Chairman.  Some  Board 
members  serve  on  two  committees  and  others  on  only  one;  no  member  serves  on  all 
three.  Each  committee  has  two  or  more  Commission  managers  as  advisors,  and  all 
committee  meetings  are  attended  by  the  Administrator  and/or  the  Deputy 
Administrator. 

These  Board-created  committees  examine  and  make  recommendations  to  the  full  Board 
on  matters  involving  a  variety  of  Commission  programs  and  activities,  to  include 
Canal  improvements,  maintenance,  personnel  management,  training,  upward-mobility 
plans,  security,  tolls,  capital  investment,  financial  planning,  and  marketing. 
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Canal  and  Trade  Po1 icy 

19.  You  note  the  Latin  American  economic  reforms  as  benefiting  Canal 
traffic.  Will  the  North  American  Free  Trade  Agreement  affect  world  trade  routes 
by  increasing  or  decreasing  Canal  traffic? 

Answer.  NAFTA  has  the  potential  of  diverting  trade  from  non-NAFTA 
countries  in  the  near  to  medium  term  and  as  a  result  seaborne  trade  could  be 
affected.  Nevertheless,  in  the  longer  term,  if  free  trade  agreements  are 
extended  to  other  Latin  American  countries,  trade  within  the  hemisphere  may 
increase  resulting  in  some  additional  Canal  business. 

20.  You  note  European  economic  growth. 

a.  How  will  European  unity  and  other  European  reforms  benefit  the  Canal? 

Answer.  The  impact  of  European  trade  on  Canal  traffic  is  much  less  than 
that  of  the  U.S.  and  the  Far  East.  Nevertheless,  the  level  of  economic  activity 
in  that  region  influences  trade  in  key  Canal  routes  such  as  Europe-lrfest  Coast 
South  America  and  Europe-West  Coast  U.S. /Canada. 

At  this  point,  it  is  difficult  to  assess  what  impact  European  unity  and  other 
European  reforms  could  have  on  Canal  traffic.  Such  changes  are  expected  to 
primarily  stimulate  trade  growth  within  Europe,  but  external  trade  should  also 
increase  as  efficiency  gains  and  lower  costs  are  achieved  and  as  GATT  rules  are 
adhered  to. 

Nevertheless,  import  rules  to  take  effect  July  1,  1993,  on  bananas  exported  from 
Latin  American  countries  will  have  an  adverse  effect  on  Canal  traffic.  It  is 
estimated  that  if  the  new  import  rules  are  adopted  by  the  European  community,  the 
Canal's  banana  tonnage  could  fall  by  about  20  percent. 

b.  What  role  will  the  Canal  play  in  emerging  trade  patterns  in  the  Far 
East? 

Answer.  If  the  trade  patterns  you  are  referring  to  are  those  related  to 
the  Far  East  and  European  traffic,  there  would  be  little  impact  upon  the  Panama 
Canal  as  those  trade  patterns  would  mostly  affect  the  Suez  Canal. 

21.  You  testified  that  Canal  traffic  is  forecast  to  increase  partly  due 
to  increased  U.S.  grain  exports.  This  week,  I  am  introducing  a  House  resolution 
stating  opposition  to  President  Clinton's  proposed  $1  per  gallon  increase  in  the 
inland  waterway  fuel  tax.  Please  comment  on  the  impact  on  Canal  traffic  that 
would  result  from  a  decrease  in  grain  export. 

Answer.  Grain  is  the  single  largest  commodity  group  passing  through  the 
waterway.  In  fiscal  year  1992,  grain  totaled  nearly  33  million  long  tons,  about 
20  percent  of  the  total  volume  of  cargo  handled  by  the  Canal.  The  bulk  of  the 
grain  tonnage  consisted  of  U.S.  grain  exports  to  the  Far  East.  It  is  estimated 
that  a  ton  of  grain  generates  about  $1.50  in  tolls  revenue.  A  ten  percent 
reduction  in  grain  shipments,  for  example,  would  result  in  an  estimated  tolls 
revenue  loss  of  $5.0  million. 
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ADDITIONAL  QUESTIONS  SUBMITTED  BY 
CONGRESSMAN  FIELDS  OF  THE  SUBCOMMITTEE 


General : 


1.  What  is  the  status  of  naming  a  new  board  member  to  fill  the  position 
left  vacant  by  the  resignation  of  Secretary  Stone? 

Answer.  John  W.  Shannon,  Acting  Secretary  of  the  Army,  has  assumed  the 
duties  of  the  Secretary  of  Defense's  representative  on  the  Panama  Canal 
Commission  Board  of  Directors.  According  to  the  Department  of  the  Army  General 
Counsel,  Mr.  Shannon  became  a  member  of  the  Board  by  virtue  of  his  assuming  the 
office  of  Acting  Secretary  of  the  Army,  in  view  of  the  delegation  by  the 
Secretary  of  Defense  to  the  individual  occupying  that  office.  Mr.  Shannon  has 
confirmed  his  assumption  of  these  duties  by  memorandum  to  the  Secretary  of  the 
Panama  Canal  Commission  dated  March  5,  1993. 

2.  Is  there  any  indication  who  will  be  serving  as  the  new  Chairman  of  the 
Board  under  the  Clinton  Administration? 

Answer.  Traditionally,  the  Secretary  of  Defense's  representative  on  the 
Board  of  Directors  has  served  as  Chairman  of  the  Board.  However,  the  Chairman 
of  the  Board  is  elected  by  vote  of  the  Board  of  Directors,  and  thi's  election  has 
not  taken  place  yet.   It  is  scheduled  to  take  place  at  the  next  Board  meeting. 

3.  Where  and  when  is  the  next  Board  of  Directors  meeting? 

Answer.  The  next  Board  of  Directors  meeting  is  scheduled  for  April  7,  1993 
in  Panama. 

4.  Is  the  Commission  anticipating  a  toll  increase  again  in  the  next  few 
years? 

Answer.  Our  current  traffic  forecast,  in  combination  with  the  moderate 
inflation  outlook  indicates  that  we  will  not  need  to  raise  tolls  in  the  next  few 
years.  The  Commission,  however,  reviews  the  adequacy  of  tolls  on  at  least  an 
annual  basis.  Should  future  traffic  growth  be  smaller  than  projected  or  should 
inflation  heat  up,  the  need  for,  and  timing  of,  a  toll  increase  may  have  to  be 
reconsidered. 

5.  If  so,  why  is  this  necessary  so  soon  after  the  last  one? 

Answer.  Four  or  more  years  between  toll  increases  is  a  fairly  long  time, 
given  the  minimal  projected  traffic  growth,  and  the  effects  of  inflation. 
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6.  How  many  toll  increases  has  the  Commission  implemented  since  opening 
and  what  were  the  rates? 

Answer.  TOLL  INCREASE 

HISTORY  OF  TOLL  RATE  INCREASE 

FROM       TO 

First  toll -rate  increase.  7/8/74       (19.7%) 

Per  Panama  Canal  net  ton: 

Laden  $-90  $1.08 

Ballast  .72  .86 

Per  di spl  acement  ton  -50  .60 

Second  toll -rate  increase.  11/18/76     (19.5%) 

Per  Panama  Canal  net  ton: 

Laden  $1.08  $1.29 

Ballast  86  1.03 

Per  di  spl  acement  ton  .60  .72 

Third  toll-rate  increase.  10/1/79      (29.3%) 

Per  Panama  Canal  net  ton: 

Laden  $1.29  $1.67 

Ballast  1.03  1.33 

Per  displacement  ton  .72  .93 

Fourth  toll -rate  increase  3/12/83       ( 9 . 8%) 

Per  Panama  Canal  net  ton: 

Laden  $1.67  $1.83 

Ballast  1.33  1.46 

Per  di  spl  acement  ton  .93  1.02 

Fifth  toll -rate  increase  10/1/89        ( 9 . 8%) 

Per  Panama  Canal  net  ton: 

Laden  $1.83  $2.01 

Ballast  1.46  1.60 

Per  displacement  ton  1.02  1.12 

Sixth  toll -rate  increase  10/1/92        ( 9 . 9%) 

Per  Panama  Canal  net  ton: 

Laden  $2.01  $2.21 

Ballast  1.60  1.76 

Per  displacement  ton  1.12  1.23 
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7.  Do  you  factor  into  the  decision  to  raise  tolls  the  potential 
disincentives  that  the  toll  increase  will  cause?  How  is  this  factored  into  the 
decision? 

Answer.  The  Panama  Canal  Treaty  and  the  reservations  incorporated  therein, 
require  that  before  any  change  in  toll  rates  is  made,  consideration  must  be  given 
to  the  effects  of  the  increase  on  the  trade  patterns  of  the  United  States  and  the 
Republic  of  Panama,  including: 

"(B)  the  competitive  position  of  the  use  of  the  Canal  in  relationship  to 
other  means  of  transportation; 

(C)  the  interests  of  both  parties  in  maintaining  their  domestic  fleets; 

(D)  the  impact  upon  the  geographical  areas  of  each  of  the  two  parties;  and 

(E)  the  interests  of  both  parties  in  maximizing  their  international 
commerce." 

Consequently  consideration  of  the  potential  disincentives  is  an  inherent  legal 
requirement  of  the  toll-setting  process. 

As  an  integral  part  of  the  procedures  for  evaluating  the  need  for  an  increase  in 
toll  rates,  the  Commission  conducts  sensitivity  studies  by  commodity  and  trade 
route,  in  order  to  determine  whether  the  proposed  toll -rate  increase  will  have 
any  detrimental  effects  upon  any  portion  of  our  customer  base.  In  addition,  as 
part  of  the  toll -setting  process,  a  public  hearing(s)  must  be  held  at  which 
interested  parties  are  afforded  an  opportunity  to  comment  upon  the  proposed 
increase  and  its  impact  upon  them.  Only  after  reviewing  the  sensitivity  studies 
and  user  comments,  does  the  Board  of  Directors  determine  whether  the  proposed 
increase  or  a  lesser  amount,  or  no  increase  should  be  recommended  to  the 
President  of  the  United  States.  The  proposal  to  increase  tolls  includes  the 
sensitivity  studies  and  user  comments  which  the  President  may  take  into  account 
in  making  his  final  decision  as  to  whether  or  not  to  increase  tolls. 

8.  What  is  the  current  U.S.  investment  base  in  the  Canal? 

Answer.  The  current  interest-bearing  investment  base  of  the  United  States 
in  the  Panama  Canal  at  the  end  of  January  1993  was  $113  million. 

9.  What  is  the  interest  rate  used  to  calculate  the  payment  to  the  U.S. 
Treaty  for  our  investment  base? 

Answer.  Public  Law  96-70  requires  the  Commission  to  use  the  average  coupon 
rate  on  outstanding  marketable  U.S.  Treasury  bonds  in  July  of  each  year  for  the 
ensuing  fiscal  year. 

In  projecting  the  cost  of  interest  expense,  the  Commission  requests  the 
Department  of  Treasury  to  provide  suggested  rates  to  use  in  developing  this 
estimate.  The  rate  used  for  calculating  the  interest  expense  in  fiscal  year  1994 
was  9.483  percent. 
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10.  Please  explain  to  the  Committee  the  amount  and  type  of  payments  to  be 
paid  to  the  Republic  of  Panama?  Why  doesn't  the  cost  of  services  change  from 
year  to  year? 

Answer.  The  Panama  Canal  Treaty  of  1977  sets  forth  several  different  types 
of  payments  which  must  be  made  to  the  Republic  of  Panama  each  year: 

a.  Tonnage  payment.  The  Commission  pays  the  Republic  of  Panama  for  each 
Panama  Canal  net  ton  which  transits  the  waterway.  The  rate  of  payment  is 
adjusted  biennially  according  to  the  Producer  Price  Index  for  total  manufactured 
goods.  The  current  rate  of  payment  is  $0.36  per  net  ton. 

b.  Annuity  payment.  The  Treaty  requires  the  Commission  to  pay  the 
Government  of  Panama  a  fixed  annuity  of  $10  million  a  year  for  the  life  of  the 
Treaty. 

c.  The  Treaty  prescribes  a  payment  of  up  to  $10  million  per  year  to  the 
extent  operating  revenues  exceed  operating  expenditures  (the  profit  payment). 
However,  under  Public  Law  96-70,  tolls  may  not  be  set  at  levels  to  provide  for 
this  payment. 

d.  Public  service  payment.  The  Treaty  requires  the  Commission  to 
reimburse  the  Government  of  Panama  for  the  services  of:  Police  protection, 
garbags  collection,  street  maintenance,  and  traffic  management  in  the  amount  of 
$10  million  per  year.  The  cost  of  providing  the  public  services  is  to  be 
reviewed  every  three  years  to  determine  if  there  should  be  an  adjustment  in  the 
reimbursement.  To  date,  the  Government  of  Panama  has  not  been  able  to 
demonstrate  that  the  cost  incurred  by  them  in  providing  these  services  exceeds 
the  $10  mill  ion. 

11.  Will  the  tonnage  fee  paid  to  the  Republic  of  Panama  go  up  this  year? 
How  much  is  paid  now  and  how  much  will  this  go  up? 

Answer.  Currently  the  Commission  pays  the  Republic  of  Panama  .36  per  net 
ton  transiting  the  Canal.  The  FY  1994  budget  also  projects  a  payment  of  .36  per 
net  ton.  The  Panama  Canal  Treaty  of  1977  sets  forth  these  payments  which  are 
based  on  the  Producer  Price  Index,  adjusted  biennially. 

12.  In  your  budget  justification  document,  there  is  reference  to  a 
conversion  to  the  metric  system.  Can  you  explain  this? 

Answer.  In  compliance  with  Public  Law  100-418,  the  Commission  is,  to  the 
extent  that  it  is  economically  feasible,  convert  its  operations  from  the  present 
use  of  English  measurements  (feet,  quarts,  pounds,  etc.)  to  the  metric  system, 
(meters,  kilograms,  liters,  etc.).  The  conversion  is  an  ongoing  process  that 
will  take  several  years  to  complete.  For  example,  the  Commission  is  in  the 
process  of  converting  from  the  use  of  the  Panama  Canal  Net  Ton  (100  cubic  feet) 
to  PC/UMS,  a  metric  ton.  The  conversion  has  been  approved  by  the  Commission's 
Board  of  Directors  and  is  scheduled  to  be  implemented  effective  in  FY  1994. 
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13.  Could  you  explain  for  our  new  members  the  Gaillard  Cut-widening 
project  and  what  the  project's  schedule  is? 

Because  of  concern  that  the  Panama  Canal  may  not  have  sufficient  capacity 
to  provide  quality  transit  service  over  the  long  run,  the  Panama  Canal  Commission 
began  studying  the  feasibility  of  a  major,  capital-intensive  project  to  widen 
Gaillard  Cut. 

Results  of  the  first  study,  based  on  a  1985  Manalytics  long-range  traffic 
forecast,  were  reported  to  the  Board  in  July  1987.  That  study  included  an 
environmental  assessment  and  technical  investigations  on  channel  and  slope 
design,  volume  of  material  to  be  excavated,  and  basic  construction  methodology. 
Those  aspects  that  do  not  change  have  not  been  repeated  in  subsequent 
evaluations.  That  first  study  considered  an  11-year  construction  period  as  being 
most  viable.  The  Commission  would  do  the  wet  excavation  with  augmented  resources 
(including  a  second  dipper  dredge).  Dry  work  would  be  contracted.  The  project 
was  estimated  at  $400  million  (in  1986  dollars)  and  would  require  a  tolls 
surcharge  of  about  10  percent.  Also,  an  advance  accumulation  of  funds  would  be 
required  two  years  before  the  start  of  construction. 

The  study  was  updated  in  1988  and  in  1990  to  reflect  different  traffic  forecasts, 
construction  approach,  and  changes  in  traffic  rules. 

In  January  1991,  as  a  result  of  the  PCC  revised  TBS  traffic  forecast  that  called 
for  a  slowdown  in  the  rate  of  traffic  growth,  the  Commission  turned  its  attention 
away  from  the  highly  visible,  capital-intensive,  fixed  schedule,  major  "Gaillard 
Cut-Widening  Project,"  which  has  been  the  center  of  everyone's  focus,  to  the  more 
fundamental  objective  of  managing  Canal  capacity  and  the  reserve  margin  the  Canal 
now  has  for  accommodating  additional  traffic  and  for  dealing  with  periodic  short 
surges  in  traffic.  Although  future  increases  in  reserve  margin  are  required,  the 
Commission  has  the  advantage  of  time  to  achieve  that  long-range  objective.  This 
time  advantage  permits  a  more  flexible,  long-term  construction  approach  to  the 
gradual  elimination  of  the  transit  restrictions  in  Gaillard  Cut  while  enabling 
acceleration  of  the  project  if  traffic  increases  or  if  maintenance  lane  outages 
raise  average  canal  waters  time  to  unacceptable  levels.  This  approach  is  based 
on  utilizing  existing  Canal  dredging  resources  on  a  flexible  "do-as-you-can" 
schedule  for  wet  work  in  the  Cut,  spread  over  a  20-year  excavation  period.  The 
dry  work,  to  be  done  by  outside  contractors,  must  start  ahead  of  the  wet  and 
maintain  a  lead  throughout. 

The  ability  to  do  the  wet  excavation  with  existing  Commission  resources  reduces 
the  project's  out-of-pocket  costs  to  approximately  $200  million  in 
FY  1991  dollars.  Unlike  the  earlier  approaches,  no  advance  funding  period  is 
required.  The  cost  reduction,  together  with  the  longer  construction  period, 
results  in  a  funding  requirement  that  impacts  on  the  tolls  base  by  less  than  3 
percent.  Also,  the  effort  would  be  done  in  phases,  and  some  incremental  gains 
in  capacity  should  be  realized  before  the  project  is  fully  completed. 

For  the  new  approach  and  traffic  forecast,  a  benefit-cost  economic  analysis  was 
used  to  determine  whether  international  shipping  would  derive  a  net  benefit  from 
the  project.  The  analysis  concluded  that  the  new  approach  resulted  in  a  positive 
benefit-cost  ratio  to  Canal  users. 
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14.  How  will  the  NAFTA  agreement  affect  Canal  traffic  in  the  future? 

Answer.  NAFTA  has  the  potential  of  diverting  trade  from  non-NAFTA 
countries  in  the  near  to  medium  term  and  as  a  result  seaborne  trade  could  be 
affected.  Nevertheless,  in  the  longer  term,  if  free  trade  agreements  are 
extended  to  other  Latin  American  countries,  trade  within  the  hemisphere  may 
increase  resulting  in  some  additional  Canal  business. 

15.  You  predict  a  slight  increase  in  Canal  traffic  toward  the  end  of  this 
year.  What  happens  is  this  increase  is  not  realized?  Will  maintenance  projects 
be  deferred? 

Answer.  If  the  traffic  outlook  deteriorates,  we  will  make  every  effort  to 
reduce  costs.  Whether  or  not  this  might  involve  the  deferral  of  non-critical 
maintenance  projects  depends  upon  several  factors,  including  the  magnitude  of  the 
required  cost  reductions.  Under  no  circumstances  would  we  defer  essential 
maintenance  to  mission-critical  components  of  our  equipment  and  facilities.  The 
only  maintenance  which  we  would  consider  deferring  is  that  which  can  be  deferred 
in  the  short  term  without  jeopardizing  the  mission  of  the  Commission,  i.e. 
providing  safe,  efficient  transit  service  to  world  shipping.  If,  despite  our 
efforts  to  reduce  costs,  we  should  be  unable  to  recover  some  portion  of  the  $4 
million  loss,  the  unrecovered  portion  of  the  loss  will  be  carried  forward  and 
recovered  in  FY  1994. 

16.  Could  you  explain  for  the  record  the  steps  that  the  Republic  of  Panama 
has  taken  to  make  a  smooth  transition  in  2000? 

Answer.  In  February  1991,  the  Government  of  Panama  issued  a  20-point 
declaration  of  principles  which  would  guide  the  operation  of  the  Canal  under 
Panamanian  administration  in  the  year  2000  and  beyond. 

On  May  14,  1991,  President  Endara  designated  a  high  level  committee  made  up  of 
prominent  citizens  from  the  private  sector  among  whom  is  one  of  the  Panamanian 
members  of  the  Canal  agency's  Board  of  Directors  as  its  chairman.  This  committee 
(known  as  Ad  Hoc  Presidential  Committee)  conducted  a  study  on  a  wide  range  of 
important  Canal -related  issues,  to  include  such  matters  as  the  type  of  entity 
that  should  be  established  for  Panama  to  operate  the  Canal  after  the  expiration 
of  the  present  treaty,  the  employment  system  that  should  be  in  force  beginning 
in  the  year  2000  and  the  future  use  of  Canal  areas  scheduled  to  be  transferred 
to  Panamanian  control  on  or  before  December  31,  1999. 

At  the  completion  of  the  study  in  September  1992,  the  committee  proposed  that  an 
organization  to  be  known  as  the  Interoceanic  Region  Authority  be  establ ished  as 
an  autonomous  agency  to  plan,  administer,  promote  and  develop  the  properties 
already  transferred  and  to  be  transferred  to  Panama  and  encourage  the  economic 
development  of  the  region  to  obtain  optimal  advantage  of  its  resources. 

The  draft  legislation  was  prepared  by  the  Presidential  Committee  and  after 
initial  approval  by  the  Cabinet,  it  was  presented  to  Panama's  Legislative 
Assembly  in  late  1992  and  passed,  albeit  with  some  limitation  on  the  agency's 
autonomy,  in  late  February.  The  bill  becomes  effective  on  May  1,  1993. 
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Furthermore,  and  as  part  of  Panama's  continuing  planning  efforts,  late  last  year 
the  Ad-Hoc  Presidential  Committee  created  eight  subcommittees  for  the  purpose  of 
studying  and  reviewing  the  operation  and  management  of  the  Panama  Canal.  Their 
findings  and  recommendations  will  be  used  to  assist  the  Government  of  Panama  in 
determining  the  nature  and  characteristics  of  the  entity  that  will  be  responsible 
for  operating  the  Canal  after  1999. 

17.  Is  there  any  timetable  for  the  creation  of  a  "government  entity"  which 
will  administer  the  Canal? 

Answer.  The  creation  of  an  entity  to  operate  the  Canal  when  stewardship 
of  that  waterway  passes  from  the  United  States  to  Panama  is  a  matter  wholly 
within  the  authority  and  discretion  of  the  Republic  of  Panama.  The  Panama  Canal 
Treaty  of  1977  will,  by  its  terms,  terminate  at  noon  on  December  31,  1999,  at 
which  time  the  Canal  and  all  remaining  property  and  equipment  related  to  the 
operation  of  the  waterway  will  be  transferred  free  of  charge  to  Panama.  There 
is  nothing  in  that  treaty,  or  in  the  1977  Treaty  Concerning  the  Permanent 
Neutrality  and  Operation  of  the  Panama  Canal,  which  establishes  a  timetable  or 
deadline  in  advance  of  the  aforementioned  turnover  date  for  the  creation  by 
Panama  of  an  entity  to  carry  out  that  country's  responsibility  to  manage,  operate 
and  maintain  the  Canal  after  that  time.  Neither  is  there  a  requirement  in  these 
accords  (or  elsewhere  in  international  or  domestic  Panamanian  law)  that  the 
entity,  when  it  is  created,  be  an  arm  or  agency  of  the  Government  of  Panama. 

On  the  other  hand,  it  is  our  understanding  that  the  creation  of  the  entity  to 
operate  the  Canal  for  Panama  is  a  matter  of 

extremely  high  priority  for  that  Government.  While  the  Commission  is  not  in  a 
position  to  predict  a  date  for  completion  of  that  effort,  we  can  report  that 
Panama's  executive  branch  and  National  Assembly  are  well  aware  of  the  need  for 
early  action  with  respect  to  it  and  that  both  are  now  energetically  engaged  in 
exploring  and  examining  alternatives. 

18.  Could  you  explain  the  progress  being  made  to  create  the  "Dissolution 
Fund?" 

Answer.  In  1992,  legislation  was  passed  authorizing  the  dissolution  fund. 
The  legislation  also  mandated  a  study  of  the  costs  associated  with  the 
dissolution  of  the  Commission,  including  the  nature,  composition,  and  location 
of  the  dissolution  office,  as  well  as  the  costs  and  liabilities  administered  or 
to  be  incurred  by  the  Commission  which  wouldn't  be  paid  by  the  date  of  the 
dissolution.  The  required  study  must  be  submitted  to  the  Congress  no  later  than 
September  30,  1996. 

The  Commission  is  currently  working  with  the  Office  of  Management  and  Budget  and 
the  Treasury  to  establish  an  account  within  the  U.  S.  Treasury  for  deposits  to 
the  dissolution  fund. 

The  Commission  has  been  working  for  some  time,  and  has  made  considerable  progress 
in,  identifying  and  providing  for  the  costs  and  liabilities  to  be  paid  after  the 
Year  2000. 

Finally,  the  Commission  is  beginning  the  initial  stages  of  defining  the  scope  and 
work  effort  required  to  determine  the  nature  location  and  composition  of  the 
dissolution  office. 
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19.  What  is  the  status  of  the  Sea-Level  Canal  Alternative  Study? 

Answer.  The  Canal  Alternatives  Study  Commission  (CAS)  was  formally 
inaugurated  in  Panama  City  in  June  1986.  After  years  of  little  or  no  progress 
on  the  study  of  alternatives  to  the  Panama  Canal -- including  the  feasibility  of 
a  sea-level  canal,  on  September  25,  1990,  representatives  of  the  three  countries 
approved  an  extension  of  three  years  for  the  study  (until  September  25,  1993). 
U.  S.  sponsored  component  studies  include  Operating  Characteristics,  Capacity 
Evaluation,  Commodity  and  Traffic  Projections,  Financial  Scheme,  Financial 
Analysis,  and  Management  Arrangement;  Panama  sponsored  component  studies  include 
Biological  Inventory,  Environmental  Analysis,  Impact  on  Panama,  and  Information 
Center;  Japan  sponsored  component  studies  include  Engineering,  Cost  Estimates, 
Economic  Analysis,  and  Impact  on  Users.  The  Status  Quo  alternative  (defined  as 
the  present  Canal  after  the  Cut  widening  project  is  implemented)  will  be  the  base 
cased  against  which  all  other  alternatives  will  be  compared. 

Phase  I  (Data  Collection  and  Prescreening  of  Alternatives)  has  been  completed. 
Prescreening  identified  the  sea-level  option  (Route  10)  and  the  third  set  of 
locks  high-rise  option  for  further,  more  detailed  study/  Phases  II  (Component 
Contractor  Studies)  and  III  (Feasibility  Analysis)  are  undergoing.  The 
Commissioners  appointed  a  Coordinating  Committee  to  help  with  Phase  IV  (Final 
Report),  so  that  the  whole  effort  may  be  completed  as  scheduled  by  September 
1993. 

20.  What  is  the  status  of  the  Consultative  Committee  and  who  serves  on 
that  binatlonal  body? 

Answer.  This  question  is  more  aptly  answered  by  the  Department  of  State 
since  it  has  the  responsibility  to  coordinate  the  participation  of  the  six 
representatives  to  the  Consultative  Commi ttee--three  U.S.  and  three  Panamanian 
members.  However,  the  Committee  is  now  active  and  is  meeting  quarterly.  The 
U.S.  members  are:  General  Max  Thurman,  former  Ambassador  to  Panama  William  J. 
Jordan,  and  Mr.  William  R.  Haynes,  a  businessman  from  Texas.  The  Panamanian 
members  are:  Guillermo  Quijano,  Eloy  Alfaro  de  Alba,  and  Alberto  Vallarino. 

21.  There  have  been  reports  of  the  potential  shutdown  of  the  oil  pipeline 
which  parallels  the  Canal.  How  will  this  affect  Canal  traffic? 

Answer.  Oil  transported  through  the  pipeline  has  decreased  in  recent 
years;  however,  the  decrease  reflects  a  smaller  amount  of  oil  being  transported 
via  Panama  rather  than  a  diversion  of  that  oil  to  the  Canal  route.  If  tne  use 
of  the  pipeline  continues  to  decline,  at  some  point  in  the  future,  the  pipeline 
might  close.  Should  that  happen,  there  might  at  that  time,  be  a  diversion  to  the 
Canal  of  the  remaining  oil  traffic.  However,  even  if  that  should  happen,  the 
amount  of  traffic  diverted  to  the  Canal  is  expected  to  be  quite  small. 

22.  What  is  the  average  Canal  waters  time  currently? 

Answer.  For  the  five-month  period  ending  February  28,  1993,  time  in  Canal 
waters  of  transits  over  300  tons  averaged  23.7  hours.  The  Marine  Bureau's  Budget 
is  based  on  maintaining  an  average  Canal  waters  time  of  24  hour. 
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23.  Do  you  anticipate  transferring  any  excess  property  to  the  Republic  of 
Panama  in  FY  1994?  How  much  and  of  what  type? 

Answer.  During  Fiscal  Year  1993,  the  Commission  expects  to  release  70 
housing  units  considered  as  excess  to  its  needs. 

During  Fiscal  Year  1993,  the  Commission  plans  on  transferring  one  (1)  building, 
Building  7029,  Mount  Hope  Fire  Station,  of  which  the  Board  of  Directors  has  been 
advised. 

The  Commission  anticipates  identifying  for  release  up  to  70  housing  units  by  the 
end  of  FY  1994. 

In  Fiscal  Year  1994,  the  Commission  expects  to  transfer  one  building,  Building 
1105,  Cristobal,  which  will  become  excess  to  the  needs  of  the  Commission,  as  the 
Marine  Bureau  facilities  are  relocated  to  the  Mole  Complex.  Prior  approval  for 
this  transfer  will  be  sought  from  the  Commission's  Board  of  Directors,  and 
notification  made  to  Congress. 

Labor: 

24.  Can  you  comment  further  on  your  progress  with  respect  to  Panamanian 
participation  in  the  professional,  managerial,  and  pilot  positions?  What  plans 
have  you  made  for  the  long-term  progress  in  these  areas? 

Answer.  The  Commission  has  made  good  progress  in  meeting  the  Treaty 
requirement  for  growing  participation  of  Panamanian  nationals  at  all  levels  and 
areas  of  employment  in  the  Commission. 

As  of  February  9,  1993,  Panamanians  occupy  52  percent  of  our  professional  and 
managerial  positions,  representing  more  than  a  threefold  increase  since  Treaty 
implementation. 

As  of  February  6,  1993,  46  percent  of  the  232-man  pilot  force  was  comprised  of 
Panamanian  citizens  as  compared  to  1.7  percent  at  the  beginning  of  the  Treaty. 
The  Commission  currently  has  several  programs  in  place  for  training  of  Panamanian 
pilots.  Our  current  projection  is  that  the  pilot  force  be  62  percent  Panamanian 
in  1995,  and  our  goal  is  to  achieve  close  to  100  percent  by  the  year  2000. 

25.  What  is  the  status  of  Panamanians  as  pilots? 

Answer.  As  of  March  20,  1993,  46  percent  of  the  232  man  pilot  force  was 
comprised  of  Panamanian  citizens  as  compared  to  1.7  percent  at  the  beginning  of 
the  Treaty.  Our  current  pilot  training  progression  model  indicates  that  the 
pilot  force  will  be  100  percent  Panamanian  by  the  year  2000. 

26.  With  the  years  of  necessary  training  before  someone  is  qualified  to 
be  a  pilot,  will  there  be  enough  qualified  Panamanians  in  the  training  system  to 
meet  the  demand  after  the  year  2000? 

Answer.  The  Commission  will  continue  training  Panamanian  pilots  through 
the  towboat  force  and  pilot  understudy  program  to  insure  there  will  be  enough 
qualified  in  the  training  system  to  meet  the  demand  after  the  year  2000. 
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27.  What  is  the  status  of  pay  raises  for  PCC  workers  for  FY  1994? 

Answer.  The  freeze  will  affect  all  of  the  Commission's  employees  including 
both  non-U. S.  Citizens  and  U.S.  Citizens  alike. 

The  Panama  Canal  Commission,  a  United  States  Government  agency,  adheres  to  the 
annual  pay  raise  limitation  set  forth  by  the  Office  of  Management  and  Budget. 

28.  How  does  the  pay  of  pilots  compare  to  pilots  in  U.S.  waters? 

Answer.  A  recent  survey  of  eleven  federal  and  private  pilotage 
associations  revealed  that  Commission  pilot  pay  was  within  the  top  three  of  the 
highest  paid. 

29.  When  was  the  last  pay  raise  for  pilots? 

Answer.   Pilots  received  their  last  pay  raise  on  January  10,  1993. 

30.  Is  there  a  danger  of  pilots  leaving  the  Commission  before  there  is  a 
sufficient  number  of  trained  Panamanian  pilots? 

Answer.  Although  there  is  a  possibility  that  pilots  could  leave  the 
Commission  early,  it  is  however  unlikely.  Under  the  Commission's  early 
retirement  plan,  76  of  the  232  man  pilot  force  are  now  eligible  to  retire.  The 
majority  (63  percent)  of  those  eligible  for  retirement  have  less  that  24  years 
of  service  and  are  attempting  to  build  up  their  retirement  base.  This,  coupled 
with  current  wages,  acts  as  an  incentive  to  remain  in  service. 

31.  How  is  morale  among  the  Panamanian  work  force? 

Answer.  In  general,  the  morale  of  the  Commission  work  force  is  affected 
by  factors  both  within  and  outside  the  workplace.  On  the  one  hand,  employees  are 
fully  aware  of  many  advantages  inherent  in  employment  with  a  prestigious  and 
well-managed  U.S.  Government  agency  offering  comparatively  excellent  pay  and 
other  benefits,  and  opportunities  for  advancement  on  the  basis  of  merit. 
Panamanian  employees,  however,  are  experiencing  doubts  and  anxieties  with  regard 
to  the  entity  and  personnel  policies  yet  to  be  established  by  Panama  for 
administration  of  the  Canal  in  the  post-Treaty  period.  As  time  goes  on,  this  may 
affect  the  Canal's  ability  to  recruit  and  retain  qualified  employees. 

Outside  the  workplace,  the  quality  of  life  of  U.S.  citizen  residents  of 
Commission  housing  has  been  enhanced  by  the  introduction  into  the  Canal  area  of 
English-language  cable  television.  Also,  the  past  year  has  seen  some  improvement 
in  public  services  provided  by  the  Government  of  Panama  to  the  Canal  area. 
Nevertheless,  U.S.  citizen  employees  working  in  the  Atlantic  sector  have  been 
disturbed  by  the  announcement  that,  as  part  of  the  U.S.  Forces'  Treaty 
Implementation  Plan,  Atlantic  side  schools  and  medical  facilities  (formerly 
operated  by  the  Canal  Zone  Government  and  run  by  the  U.S.  Forces  since  entry  into 
force  of  the  Treaty),  will  cease  to  function  in  1995.  Naturally,  this 
development  will  require  significant  work-related  and  other  adjustments  to  be 
made  on  the  part  of  Atlantic-side  Commission  families. 
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32.  Are  Commission  housing  areas  still  being  protected  by  joint  patrols 
of  the  Panamanian  Public  Forces  and  U.S.  military  police?  Is  the  feeling  within 
the  work  force  that  these  areas  are  now  safe? 

Answer.  Police  protection  in  Commission  housing  areas  is  now  the  exclusive 
responsibility  of  the  Panamanian  Public  Forces.  The  consensus  among  residents 
is  that  police  surveillance  in  Canal  townsites  has  improved  considerably, 
particularly  with  the  augmentation  of  foot  patrols  that  has  been  evident  in 
recent  months.  Fear  of  police  brutality  and  acts  of  terrorism,  widespread  among 
the  work  force  during  the  Noriega  years,  has  virtually  disappeared.  Although 
there  are  still  isolated  incidents  of  automobile  theft  and  petty  larceny,  recent 
statistics  corroborate  an  overall  notable  diminution  in  the  level  of  criminal 
activity  in  Commission  housing  areas. 

Police  protection  in  Commission  housing  areas  is  now  the  exclusive  responsibility 
of  the  Panamanian  Public  Forces.  The  consensus  among  residents  is  that  police 
surveillance  in  Canal  townsites  has  improved  considerably,  particularly  with  the 
augmentation  of  foot  patrols  that  has  been  evident  in  recent  months.  Although 
there  are  still  isolated  incidents  of  automobile  theft  and  petty  larceny,  recent 
statistics  corroborate  an  overall  notable  diminution  in  the  level  of  criminal 
activity  in  Commission  housing  areas. 

Maintenance/Capital  Acouisition: 

33.  What  are  your  major  capital  purchases  planned  for  this  fiscal  year? 

Answer.  The  major  outlays  for  the  Commission's  FY  1994  capital  program 
follows: 

{In  thousands  of  dollars) 

Transit  equipment  $16,151 

Transit  facilities 14,749 

Utility  systems  2,887 

General  support  equipment  4,022 

Commission  buildings  and  facilities  422 

Miscellaneous  support  projects  .  569 

Total  FY  1994  Capital  Program  ..         S38.800 
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34.  What  types  of  capital  investments  are  envisioned  for  the  next  three 
to  five  years? 

Answer.   The  major  capital  improvements  envisioned  by  the  Panama  Canal 
Commission  at  this  time  for  the  next  three  to  five  years  include: 

Replace  Craneboat  ATLAS 

Replace  and  Add  Launches 

Add  Lateral  Transfer  System,  Tugs/Locks  Miter  Gates  Repair  Facility 

Replace  2.4  kV  Switchgear,  Balboa  Substation 

Replace  Miraflores  &  Balboa  44kV  Oil  Circuit  Breakers 

Replace  Gatun  Hydro  Switchyard 

Replace  Air  Compressed  System  for  Industrial  Division 

Replace  Main  Office,  Dredging  Division 

Replace  Dredging  Division  Yard  Crane 

Replace  Spud  System  -  Floating  Crane  Goliath 

Replace  Pedro  Miguel  2.4kV  Feeders 

Replace  Ladder  Pump,  MINDI 

Construct  Sand  Blasting  &  Painting  Facility 

Add  5  MW  Gas  Turbine,  Gatun 

Add  Fire  Protection,  Locks  (continuation  of  current  multi-year 

project) 
Upgrade  Locks  Control  Boards  and  Machinery 
Add  Two  Spare  Miter  Gates,  Locks 
Replace  Five  Towing  Locomotives 

Add  Locomotive  Electric  Crane,  Centerwall  Gatun  Locks 
Replace  and  Add  Launches 
Replace  Industrial  Division  Cranes 
Replace  Floating  Crane  Hercules 
Replace  Bending  Roll,  Industrial  Division 
Replace  Balboa  2.4  KV  Transformers 
Replace  2.4  KV  and  12  KV  Switchgear,  Miraflores  Power  Generating 

Station 
Increase  Electrical  Power  Transfer  Capacity  to  IRHE 
Cut  Widening/Straightening  Program 
Replace  Air  Compressors,  All  Locks 
Add  Damming  System,  Locks 
Relocate  Cristobal  Signal  Station 
Replace  Locomotive  Turntable,  All  Locks  (continuation  of  current 

multi -year  project) 
Mooring  for  Dead  Tows  and  Barges 
Replace  Power  Feed  Cables,  All  Locks 
Replace  Shops  and  Warehouse  Buildings,  Gatun  Locks. 

Only  preliminary  rough  estimates  have  been  developed  for  most  of  the  major 
capital  improvements.  The  estimates,  at  this  time,  indicate  that  the 
improvements  listed  will  cost  somewhere  between  $130  and  $150  million  if  they  are 
all  scheduled  and  accomplished  as  envisioned. 
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35.  What  are  your  long-term  needs  for  tugboats,  and  how  many  does  the 
Commission  now  utilize? 

Answer.  The  Marine  Bureau  utilizes  17  tugboats.  The  Commission  is 
currently  reviewing  its  overall  tugboat  replacement  program.  As  such,  there  are 
no  current  plans  to  include  a  replacement  tugboat  in  the  capital  program. 

36.  Have  you  caught  up  on  all  deferred  maintenance  projects  caused  by  the 
budget  shortfall  in  FY  1992? 

Answer.  To  reduce  upward  pressures  on  FY  1992  costs,  and  to  take  advantage 
of  the  temporary  surge  in  revenues  resulting  from  the  crisis  in  the  Persian  Gulf, 
the  Commission  advanced  certain  maintenance  projects  originally  scheduled  to  be 
performed  in  FY  1992  to  FY  1991.  The  Commission  did  not  defer  maintenance 
projects  scheduled  for  FY  1992  to  FY  1993  or  later  years.  Consequently,  the 
Commission's  maintenance  programs  are  on  schedule  and  no  catch-up  work  is 
required. 

37.  Could  you  explain  again  for  the  Committee  your  procedure  for  purchase 
of  vehicles? 

Answer.  The  number  and  type  of  motor  vehicles  are  first  identified  in  the 
agency  budget  which  is  submitted  to  Congress.  This  budget  item  states  if  the 
vehicle  is  a  passenger-carrying,  non-passenger  carrying,  special -purpose  vehicle; 
if  it  is  a  replacement  vehicle  or  an  addition  to  the  fleet  and  includes  a 
justification  for  any  non-standard  vehicles  (large  sedans).  After  the  agency 
budget  is  approved,  a  GSA  Form  1781  (Rev.  10-86),  titled  Motor  Vehicle 
Requisition,  is  submitted  to  the  General  Services  Administration  for  the  actual 
purchase  of  the  vehicles.  GSA  delivers  the  motor  vehicles  to  New  Orleans  where 
the  Commission  accepts  the  vehicles  and  ships  them  to  Panama. 
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38.  a.  Could  you  explain  your  bidding  procedure  for  major  capital 
purchases? 

Answer.  One  acquisition  method  used  for  major  procurements  is  by 
soliciting  competitive  sealed  bids  and  conducting  public  openings.  Award  is  made 
to  the  lowest,  responsive,  responsible  bidder. 

The  other  method  is  contracting  by  negotiation,  which  permits  bargaining  with 
offerors  and  may  afford  them  an  opportunity  to  revise  their  offers  before  award 
of  a  contract.  Under  this  method,  price  alone  is  not  the  only  determining  factor 
for  award.  Other  evaluation  criteria  are  used,  such  as  faster  delivery, 
experience,  etc. 

b.  Are  you  required  to  "buy  American?"  If  not,  would  this  cause  political 
problems  with  the  Republic  of  Panama? 

Answer.  The  Commission  is  not  required  to  "buy  American"  for  the  goods  and 
services  it  procures  for  use  at  its  headquarters  and  along  the  waterway  in  the 
Republic  of  Panama.  Part  25  of  the  Federal  Acquisition  Regulation  ("FAR") 
prescribes  the  rules  and  procedures  to  be  followed  with  regard  to  the  "Buy 
American  Act."  The  Panama  Canal  Commission  conducts  its  procurement  activities 
in  accordance  with  that  Federal  regulation.  Section  25.102  of  the  FAR  provides 
that  the  "Buy  American  Act"  does  not  apply  to  the  purchase  of  supplies  for  use 
outside  of  the  United  States.  Moreover,  the  Panama  Canal  Treaty  stipulates  that 
the  Commission  shall  give  preference  to  the  acquisition  of  goods  and  services, 
including  construction,  obtainable  in  the  Republic  of  Panama.  This  preference 
is  implemented  by  awarding  contracts  to  Panamanian  firms  when,  in  terms  of  price, 
product  quality  and  bid  responsiveness,  the  local  bid  is  equal  to  or  better  than 
all  other  bids  received. 

None  of  the  above  applies,  however,  when  there  are  no  competing  Panamanian 
suppliers  or  sources. 

Panama  does  not  have  the  industrial  capability  to  manufacture  large  capital  items 
and,  accordingly,  the  majority  of  the  Commission's  large  supply  contracts  are 
awarded  to  United  States'  firms  or  other  overseas  firms  that  are  equipped  to 
manufacture  large  capital  items.  Most  of  our  smaller  supply  contracts,  on  the 
other  hand,  are  awarded  locally,  and  the  great  majority  of  the  Commission's 
construction  contracts  are  awarded  to  Panamanian  firms. 

The  procurement  system  described  above  is  well  understood  and  accepted  by  both 
the  Government  of  Panama  and  the  Panamanian  business  community.  Moreover,  it 
functions  effectively  to  meet  the  operational  needs  of  the  Commission.  Any 
changes  in  the  system  would  violate  the  provisions  of  the  "Buy  American  Act"  as 
well  as  the  Panama  Canal  Treaty,  and  would  be  poorly  received  by  the  Panamanian 
Government  and  local  business. 
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Canal  Accidents 

39.  How  many  major  vessel  accidents  have  occurred  in  Canal  waters  this 
fiscal  year? 

Answer.  There  have  been  thirteen  vessel  accidents  for  fiscal  year  1993  as 
of  January  29,  1993.  The  Commission  has  determined  that  it  has  no  liability  in 
five  of  these  cases.  Of  the  eight  vessel -accident  cases  remaining  in  which  the 
Commission  considers  that  it  was  partially  or  wholly  to  blame,  none  is  considered 
to  be  major. 

Major  vessel  accident  is  any  accident  over  $1,000,000 

40.  What  is  the  extent  of  your  financial  liability  in  these  cases? 

Answer.  In  these  eight  cases,  the  potential  liability  exposure  of  the 
Commission  is  estimated  to  be  $1,166,520. 

41.  What  is  the  procedure  for  disposing  of  these  claims  and  how  many  have 
ended  up  in  court? 

Answer.  The  law  provides  vessel-accident  claimant  a  two-year  period 
following  the  incident  in  which  he  may  file  an  administrative  cl'aim  with  the 
Commission.  When  such  claims  have  been  fully  documented  by  the  shipowner,  the 
agency  conducts  an  internal  analysis  of  its  liability  and  determines  which  of  the 
items  of  damage  claimed  are  payable  under  the  statute.  Settlement  negotiations 
are  conducted  on  the  basis  of  this  analysis.  If  the  shipowner  is  dissatisfied 
with  the  Commission's  final  determination  with  respect  to  the  claim,  he  may, 
within  one  year  of  its  issuance,  file  suit  against  the  agency  in  the  U.S. 
District  Court  for  the  Eastern  District  of  Louisiana.  Five  court  actions  arising 
out  of  vessel  accidents  were  filed  against  the  Commission  during  calendar  year 
1992,  and  three  are  currently  pending. 
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42.  Are  there  any  outstanding  accident  cases  involving  major  liability  on 
the  part  of  the  Panama  Canal  Commission? 

Answer.   Yes.   The  following  is  a  list  of  outstanding  claims  involving 
major  liability  by  the  Commission. 

Name  of  Vessel  Amount  Claimed 


(In 

mi 

11 

ions  of  dol 

M/V  BRIGHT  SPROUT 
M/V  ERIKA  JACOB 
M/V  NORDSUND 
M/V  PROBO  BARO 
Yacht  FLYER 
James  J.  Kelly  (Fa 

ital 

ity) 

$  2.3 

2.7 
1.1 
1.5 
1.7 
2.7 

Total  $iLO 

The  final  liability  in  regard  to  these  claims  has  yet  to  be  determined. 

43.  How  much  money  have  you  set  aside  for  accident  claims  in  FY  1994? 

Answer.  The  Commission  has  budgeted  to  accrue  $4.2  million  in  FY  1994  for 
marine  accidents  and  other  casualty  losses. 
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ADDITIONAL  QUESTIONS  SUBMITTED  BY 
CONGRESSMAN  COBLE  OF  THE  SUBCOMMITTEE 

1.  Gentlemen,  could  you  explain  some  of  the  preparations  the  Commission 
is  making  for  the  orderly  transition  of  the  Canal  to  Panama  in  the  Year  2000? 

Answer.  During  the  past  year,  legislation  HR  1558  was  enacted  to  establish 
a  Fund  to  provide  for  the  costs  of  winding  up  the  affairs  of  the  Commission.  In 
addition,  the  legislation  authorized  an  office  to  conduct  the  wrap-up  of  the 
Commissions  affairs  after  December  31,  1999. 

As  required  by  the  legislation,  the  Commission  has  begun  a  study  to  develop 
recommendations  as  to  what  changes  in  the  organization  and  supervision  of  the 
Commission  should  be  made  to  encourage  the  Government  of  Panama  to  operate  the 
Canal  as  an  autonomous  entity  after  1999.  A  consultant  has  been  selected  and  the 
study  is  progressing  at  a  satisfactory  rate. 

On  the  operational  side,  the  Commission  has  in  place,  programs  to  ensure  that  the 
Canal  is  operated  safely  and  efficiently  and,  that  it  is  maintained  in  good 
operating  condition. 

In  addition,  ongoing  efforts  are  being  made  to  ensure  that  the  Canal  will  when 
it  is  turned  over  in  1999,  have  a  competent,  trained  and  experienced  work  force, 
that  is  virtually  100  percent  Panamanian,  in  order  to  provide  for  a  seamless 
transition  to  Panamanian  control  and  operation.  At  the  present  time  88  percent 
of  the  work  force  is  Panamanian.  These  Panamanian  employees  play  important  roles 
in  the  operation,  maintenance,  and  management  of  the  Canal  including  decision 
making  at  the  highest  management  levels. 

The  Commission  is  also  aggressively  pursuing  programs  to  ensure  that  Panamanians 
are  trained  in  certain  craft,  technical,  and  heavy  industrial  skills  not 
available  in  the  Panamanian  economy.  These  steps  are  necessary  to  ensure 
adequate  levels  of  such  skilled  workers  are  available  to  permit  the  Canal  to 
maintain  and,  if  necessary,  fabricate  essential  replacement  parts  that  are  no 
longer  available  or  require  long  lead  times  to  procure  from  outside  sources. 

We  are  continuing  our  ongoing  efforts  to  provide  a  variety  alternate  routes  for 
Panamanians  to  become  qualified  as  Canal  pilots.  These  efforts  include  in-house 
training  programs  to  qualify  Panamanians  directly  for  employment  as  pilot 
trainees,  upward  mobility  programs  within  our  tugboat  fleet  crews  to  prepare  them 
as  pilots,  and  lastly,  efforts  to  arrange  for  the  admission  of  Panamanians  into 
merchant  marine  academies  abroad  and,  once  graduated,  opportunities  to  gain  the 
necessary  oceangoing  work  experience  necessary  to  facilitate  their  eventual  entry 
into  the  Commission's  pilot  training  program. 

Finally,  The  Commission  has  provided  a  variety  of  briefings  on  the  Canal's 
operations,  management,  and  administration  to  the  members  of  the  Ad  Hoc 
Commission  appointed  by  President  Endara,  to  study  the  Canal  issue. 

Given  the  above,  and  as  I  have  stated  in  the  past,  I  am  completely  confident  of 
the  ability  of  Panamanians  to  assume  full  responsibility  for  the  operation  and 
maintenance  of  the  Canal  in  the  year  2000. 


71 


2.  What  progress  has  Panama  made  in  preparing  for  this  transition? 

Answer.  It  is  fairly  apparent  that  the  present  administration  in  Panama 
has  expressed  its  willingness  to  address  the  issue  in  various  forms,  including 
President  Endara's  February  1992  declaration  of  principles  and  the  standing  up 
of  a  Presidential  Ad-Hoc  Committee  made  up  of  a  cross  section  of  business  and 
government  representatives.  There  is,  as  you  have  heard,  also  considerable 
activity  on  the  legislative  front  in  Panama,  including  the  recent  passage  of  a 
law  establishing  an  entity  to  administer  areas  that  have  transferred,  or  will 
transfer  to  the  Republic  of  Panama  by  the  end  of  the  decade. 

The  answer  to  the  question  is,  however,  broader  than  setting  up  committees  and 
passing  laws,  all  of  which  are  good  signs.  There  must  also  be  a  national 
consensus  and  a  will  to  move  forward. 

In  that  regard,  I  believe  that  there  are  good  signs  of  progress  in  that 
direction.  These  include  the  extended  political  debate  which  surrounded  the 
formation  of  the  Interoceanic  Regional  Authority  --  the  first  real  legislative 
effort  to  deal  constructively  with  the  need  for  a  national  plan  to  use  Canal 
areas  since  passage  of  the  Panama  Canal  Treaties  --  as  well  as  the  increasingly 
public  and  vocal  participation  of  such  influential  private  sector  groups  as  the 
Panamanian  Association  of  Business  Executives  (APEDE). 

3.  Do  you  feel  that  changing  world  trade  patterns  may  be  part  of  the  cause 
of  the  recent  drop  in  trade  through  the  Panama  Canal? 

Answer.  The  decline  in  Canal  traffic  levels  experienced  in  1992  can  be 
primarily  attributed  to  a  return  to  more  normal  world  trade  patterns  following 
the  temporary  spike  in  traffic  resulting  from  the  Persian  Gulf  War.  Canal  trade 
performance  in  fiscal  years  1992  and  1993  has  also  been  adversely  affected  by  the 
economic  slowdowns  in  the  U.S.  and  Japan.  Slightly  stronger  traffic  relative 
to  the  prior  year  has  now  begun  and  this  trend  is  expected  to  continue  during  the 
remainder  of  the  year.  As  a  result,  year-end  results  should  register  similar  or 
slightly  higher  levels  as  those  registered  in  1992. 

4.  What  is  the  current  status  of  the  study  of  a  sea-level  canal  and  to 
what  extent  is  the  Commission  participating  in  this  study? 

Answer.  The  Canal  Alternatives  Study  Commission  (CAS)  was  formally 
inaugurated  in  Panama  City  in  June  1986.  After  years  of  little  or  no  progress 
on  the  study  of  alternatives  to  the  Panama  Canal --including  the  feasibility  of 
a  sea-level  canal --on  September  25,  1990,  representatives  of  the  three  countries 
approved  an  extension  of  three  years  for  the  study  (until  September  25,  1993). 
U.S. -sponsored  component  studies  include  Operating  Characteristics,  Capacity 
Evaluation,  Commodity  and  Traffic  Projections,  Financial  Scheme,  Financial 
Analysis,  and  Management  Arrangement.  Panama-sponsored  component  studies  include 
Biological  Inventory,  Environmental  Analysis,  Impact  on  Panama,  and  Information 
Center.  Japan-sponsored  component  studies  include  Engineering,  Cost  Estimates, 
Economic  Analysis,  and  Impact  on  Users.  The  Status  Quo  alternative  (defined  as 
the  present  Canal  after  the  cut-widening  project  is  implemented)  will  be  the  base 
case  against  which  all  other  alternatives  will  be  compared. 
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Phase  I  (Data  Collection  and  Prescreening  of  Alternatives)  has  been  completed. 
Prescreening  identified  the  sea-level  option  (Route  10)  and  the  third  set  of 
locks  high-rise  option  for  further,  more  detailed  study.  Phase  II  (Component 
Contractor  Studies)  and  Phase  III  (Feasibility  Analysis)  are  underway.  The 
Commissioners  appointed  a  Coordinating  Committee  to  help  with  Phase  IV  (Final 
Report),  so  that  the  whole  effort  may  be  completed  by  September  1993,  as 
scheduled. 

The  Panama  Canal  Commission  has  not  taken  a  direct  role  in  the  study  and  has 
limited  its  participation  to  providing  unclassified  information/data  as  long  as 
it  is  relevant  to  the  CAS  study  and  as  long  as  the  information  requests  do  not 
place  unjust  demands  on  resources  and  time. 
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